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AN AID TO BUSINESS IN LOCATING OUTSTANDING MEN 


* * * 


Youngsters Today: 
Executives Tomorrow 


The best asset a company has is a reputation for kicking 
men upstairs. This policy makes necessary a periodical influx 
of able youngsters who develop into the executives of the 
next generation 


In the past five years, over one hundred graduates of the 
Department of Business Administration at the University of 
Western Ontario have been placed in such positions. They 
have found opportunities in Accounting, Auditing, Marketing, 
Selling, Finance, Manufacturing, Retailing, Insurance, Public 
Utilities and Government positions. 


In 1940 the Department of.Business Administration will 
graduate a limited number of trained men, men who are ready 
to step into like positions. If your business needs such men 
you will be better satisfied by acting to secure them at once. 


Not one of the graduates of 1939 is now available. 
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UNIVERSITIES ON THEIR DEFENCE 
SIR ROBERT A. FALCONER 


In this confused world universities, which directly educate 
only a minority, hold forth the light of idealism . . . and that 
light is a witness to truths as to which the mass of people 
would otherwise be left in darkness. 


* * * 


HOSE who have enjoyed the privileges of a university education 

are today being called upon to give a reason for the faith that is 
in them in regard to the worth of that education, both to themselves 
and to the public. Twice within the past year I have read challenges 
by contributors to an influential Ontario newspaper as to the value of 
the contribution which universities are making to the social enlighten- 
ment of the Canadian people. The first writer cited “the most glaring 
failure: Not in all the universities has there been produced one student 
who has caught the inspiration which, through study and diligence, has 
given us the answer to humanity’s most pressing problem—the proper 
distribution of our plenty among those in want.” .. . “Till our leaders 
in education lose the idea that an education at a university is primarily 
designed to make the acquisition of a large bank balance possible with 
the least amount of physical or mental exertion, just so long is the 
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future of higher education in jeopardy.” “The second failure of our 
present system of higher education is the doubtful ability of graduates 
in their chosen field.”” ‘Let our leaders get back on the main line and 
show to our aspiring youth the great possibilities which lie in their 
hands, not for their own aggrandisement but as a great opportunity to 
contribute to the comfort and happiness of their fellowmen.” 


The editor of one of our leading dailies would not have published 
this letter had he not thought that the writer was expressing the views 
of an appreciable number of people in his constituency. This opinion 
is supported by the appearance in the same journal recently of some- 
what similar statements by a widely read columnist. He is of the 
opinion that more university graduates do not enter journalism because 
its rewards are insufficient and, like other men, “‘the business of earning 
a living or amassing a fortune seems to engross them.” .. . “The educa- 
tion which they have received, largely through the aid of the state, has 
not sufficiently fired them with the ambition of giving to others what 
they can give because they need it, irrespective of their ability to pay 
for it.” “Justification of a university must be found in its influence 
upon the community which maintains it. One would be obliged to ask 
to what extent these graduates |prime ministers and others] who have 
distinguished themselves in politics, have contributed to a general rise 
in public enlightenment, the creation of a wise, tolerant public opinion, 
the advancement of Canadian culture in general. And one would get 
few satisfactory answers.” 


The opinion of both these writers is that at present university 
education in Ontario is in a sorry case and therefore is unworthy of 
increased public support. The fundamental criticism is that the uni- 
versities of Ontario have failed to create in their graduates a proper 
sense of what they owe to the public, especially in the way of making 
higher standards of life and better ideas prevail among the people 
through their own example. Along with this goes the doubt whether 
the professional education given in the universities is really efficient 
as a preparation for service to the public. 


It is salutary that such opinions when sincerely held should be 
openly expressed, for it gives believers in the worth and quality of the 
education offered in the universities of Ontario a challenge to state 
once again both their ideals and some of the results of their efforts. 
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But in a brief article like this not more than a statement of a few 
principles and some accepted attainments can be outlined. The most 
satisfactory answer must be given by each reader who has had a higher 
education and who knows whether or not it has improved his outlook 
on life, provided him with better methods of approach to his life’s 
problems, and aroused in him a desire to use his trained faculties not 
only to get a living for himself, but therein also to contribute to the 
common welfare. 


I make bold to affirm that the most searching critics of the training 
given in a university are to be found upon the different faculties. There, 
incessant debate is waged as to how things may be improved. Profes- 
sors who lie back on their oars lose their influence. Younger men of 
enthusiasm and keen powers supplant them in the opinion of both staff 
and students. A modern university which does not promote the spirit 
of research in science and learning will cease to draw students. It was 
the awakening of the scientific spirit in the past century which re- 
created the universities. That spirit itself demands dissatisfaction with 
what has been attained. It urges teacher and student towards a goal 
which is never fully reached: the acquisition of new knowledge. It is 
with this, not with the material advantage which this knowledge will 
bring to him who gets it, that the university spirit is concerned. In 
every university of this province there are men and women whose 
absorbing aim in life is to learn more about the secrets of physical and 
human nature, just in order to realize their own manhood. They live 
on small salaries; and some evidence for the intrinsic worth of their 
outlook on life is shown by the fact that they are able to attract such a 
large proportion of their most gifted students to take up a career which 
offers such small material emoluments. There are far more applicants 
of high ability and training for university positions than there are 
openings for them. A genuine student of science or a scholar loses little 
time on the hunt for wealth. Just here lies the difference between the 
spirit of a university and that of a business concern. In the laboratories 
of a university experiment is going on continually on problems which 
are of direct scientific interest. Their solution may bring no present 
material results, but may add some valuable facts to knowledge. Some- 
times a discovery may be made which leads to better treatment of 
disease, or to the invention or modification of scientific instruments, or 
to the construction of new types of machinery. In scientific laboratories 
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the investigations concern all sorts of problems: those which affect the 
farmer, the horticulturalist, the breeder, the fisherman, the forester. 
All the results achieved are the outcome of the exact methods of scien- 
tific enquiry. If they are made by university people none of the material 
rewards of their long and expert researches come to them. Their salary 
does not depend upon the money value of what they have made possible. 
Of course these scientists find intense satisfaction in solving problems 
which add to the material prosperity of their community, or to the 
well-being of humanity. But the money returns come neither to the 
individual nor to the university. Rarely does either patent a discovery 
or a new method of its practical application. In the case of insulin the 
University of Toronto did so; but this was to insure that the benefits 
of it would accrue to the people at the lowest price, and that they would 
get the advantage of improvements in the process of manufacture which 
would be made from time to time. And this is what has happened; both 
in regard to low price and purity, insulin has been vastly improved. 
Some of the income from the patents has been used for their protection, 
much more for medical research; but it has been far less than unre- 
stricted manufacturers would have got from the discovery. 


May I remind my readers that the advent of science has not only 
revolutionized the spirit and methods of universities but has created 
new professions. The application of scientific knowledge and methods 
to problems of public welfare and administration has called for scientific 
experts on a great variety of subjects to act as advisers for governments 
in the offices in Toronto and Ottawa. Many of the best-trained univer- 
sity graduates in pure science, mathematics and economics are giving 
faithful and indispensable service to the Canadian people through 
accurate work upon urgent problems that affect manifold aspects of 
their life. These graduates make but a modest living in the application 
of their scientific profession to the needs of the State. Into their daily 
duties they carry the scientific spirit and do not allow it to be diverted 
into channels for their own self-aggrandisement. Many other scientists 
are at work in business; most of them are engaged on technical problems 
and are not often occupied with the money-making side of the firm. 


The average person takes for granted the comfort and rise in gen- 
eral well-being to which he is now accustomed, and gives little thought 
to the reasons for this improvement. It is largely due to the application 
to practical uses of newly discovered facts in the whole realm of nature 
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made by single-minded men of science, nearly all of whom have been 
trained in university laboratories. Of course, these persons must make 
a living through the use of their scientific training, but at the same time 
they practise their profession in the conviction that it adds to the dignity 
of their human life, and that the employment of their trained faculties 
for the welfare of their community is of more enduring value for them- 
selves than the mere accumulation through them of money. The grava- 
men of the charges against the university is that it is not fulfilling its 
function in turning out good citizens who, instead of seeking unselfishly 
to serve the state, rush for the almighty dollar. That charge can be 
met only as each has had experience. But I have no hesitation in saying 
that all universities are aware that very few of their graduates have 
made fortunes and that the overwhelming number are quietly and 
steadily making a simple living. When appeals are made to them for 
some university project they cannot contribute large amounts, and what 
they give is at a real sacrifice. There are, however, a few who have 
made wealth, and as a rule they respond generously, indicating that 
they value the education which they received during their university 
career. 


One of the common attacks upon university education is that it 
fails to turn out a good, “practical” graduate in his chosen field. Here 
lies a fundamental difference as to what constitutes the “practical.” If 
this means the imbuing of a student with transmitted lore and conserva- 
tive practice, this kind of training will beget a frame of mind that holds 
little promise for improvement in the profession and in its benefit to 
society. The question as to the right proportion of the practical to the 
theoretical in any course is always very difficult to answer; and it gives 
rise to unending debate in university faculties. Changes in the relation- 
ship are made from time to time. The amount and the quality of 
theoretical instruction must be determined in any particular curriculum 
by the way and degree in which it works itself out on the practical side 
of a student’s training. But in the long run that is the most truly 
practical which prepares a student to adjust himself to his environment 
and to grow in his professional career. His mind and methods must be 
underpinned by a scientific foundation, or he will by middle life tumble 
into the commonplace and cease to build upon new ideas. 


The universities of Ontario, I am sure, will gladly take up the 
challenge to prove the value of their teaching and methods by their 
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results. To begin with, their system is a part of the university system 
of the Anglo-Saxon world. If they are failures, they are guilty along 
with those who direct modern higher education. Take, for example, the 
training for the medical profession. It is essentially the same in all 
the great schools of Britain, the United States and Canada, and is the 
outcome of a universal experience. Such changes as are made come 
gradually with new discoveries and developments in practice which are 
the results of scientific advance and intelligent adventure. Most of 
them have to do with the balance and proportion of the scientific and 
the clinical factors. It is admitted that the medical graduates of the 
Ontario universities enjoy a very high reputation, and that the service 
rendered by the medical profession at home is equal to that of the most 
civilized countries. Also, it is a commonplace that during the last 
generation the improvement in medicine, surgery and the diagnosis 
and prevention of disease all the world over have conferred untold 
blessings on mankind. Assuredly medical education has been justified 
by its results. It is not a dead or static process but is ever on the alert 
to better its methods. 


While the improvement in medicine and its triumphs are most 
obvious, an impressive story might be told of the attainments in engi- 
neering, agriculture, forestry and other callings in which pure science 
has been applied to practice. ; 


But what about the teaching profession? In the column of the daily 
paper referred to, it is said “University men who accept definitely the 
task of educating others become teachers and the effect is to educate 
others like themselves. In the meantime, popular ignorances continue 
to mount up like a snowball.” Teachers have from time immemorial 
been subjected to an attitude of superiority on the part of the more 
materially successful man-on-the-street. They are supposed to deal in 
unrealities among inexperienced youth. “It is as if a prize fighter spent 
all his life training for a fight which never came off,” to use the singu- 
larly inept simile of the columnist. Yet in the .present bankruptcy of 
civilization the cry is heard everywhere: Who will help us to get higher 
moral principles instilled into our youth so that society may become 
healthy? If the teachers, including the clergy, fail, who is to take their 
place? They must be accorded more respect by the short-sighted aver- 
age man if his children are to pay attention to their views on life. Per- 
haps, however, there is more internal criticism of aims and methods of 
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instruction in the teaching profession than in any other. Every spring 
critics have their say when the teachers, the trustees and the interested 
public meet at the O.E.A. Partly as a result, changes are made and 
former changes are reversed ; improvement results from discussion. The 
historian can show that over a generation the quality of the average 
teacher and his trained ability have improved throughout this province. 
Of course, individual teachers stand out in the memory of the favoured 
few who had the privilege of their instruction. There are, however, still 
individual teachers of eminent character and ability. But the improve- 
ment is seen in the average. Undoubtedly there is a mass of ignorance 
everywhere, but he would be a bold generalizer who would deny that it 
is less than it was a generation ago. Factual knowledge is assuredly 
more widespread than it was. Whether along with it has gone equal im- 
provement in morals and in the sense of social duty would be hard to 
determine. But two remarks may be made with confidence: The educa- 
tion which the higher grades of teachers have been receiving in the uni- 
versities has brought up all the standards on the grades beneath them; 
and there is no more faithful and intelligent fulfilling of any vocation or 
profession than that by the hosts of men, and even more of women, who 
are giving of their best by word and example to create in the young 
people of this province both intelligence and moral character. The aver- 
age man is apt to underestimate the essential place of leaders. But their 
vital importance should be evident from the condition of the Nazi and 
the Bolshevist countries today. The whole teaching profession depends 
for its quality upon the education of those in the highest ranks. These 
are given in the university some glimpses of the spiritual accomplish- 
ments of humanity through literature, history and the arts; they also 
are initiated into the spirit of pure science. They go from the university 
into their schools with a memory of ideals; and these they diffuse 
among their pupils in some measure. This better coin now circulating 
much more widely is gradually displacing poorer money. The well- 
trained teacher is making it harder for the inferior one to hold his own 
in the schools. 


But the real question is whether the ideals of universities are such 
that they deserve to be maintained by modern society. Certainly the 
Nazis have closed nearly all theirs, partly because of the war but chiefly 
because they do not believe in the ideals and free spirit which were 
inculcated in them in the time when Germany was great. And they have 
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shut the University of Prague in order to degrade the Czechs intellectu- 
ally. The danger is that a similar spirit may lead even in our civilization 
to undervaluing the university as such. The purpose of the university 
is threefold: It seeks to provide a liberal education; it equips for the 
professions in this same spirit; it trains scientists and scholars who 
will extend the boundaries of knowledge and create new standards of 
human taste and judgment and higher aspiration for intelligence. 


What do we mean by a liberal education? I will venture to quote 
a paragraph from one of the last addresses which I gave to the students 
of the University of Toronto: “Whatever subjects may or may not enter 
into a liberal education, complete education is never attained until you 
understand these subjects in such fullness that they penetrate to the 
very roots of your being. Our failure in much that we call education is 
that it stops at the intellect . . . but if that is all, you are only half 
educated. The best teachers show you what knowledge is worth, not for 
a vulgar living, but that you may be liberally educated to live among 
men. Real liberal education fits you to live a complete life in the midst 
of your fellows, and to this end your knowledge must get down to your 
very bones, to the joints and marrow. The way you mingle with men 
will show whether or not you are liberally educated.” 


What do we aim at in educating students for a profession? As 
given in the Century Dictionary, “the word implies professed attain- 
ments in special knowledge as distinguished from mere skill; a practical 
dealing with affairs as distinguished from mere study or investigation ; 
and an application of such knowledge to uses for others as a vocation, 
as distinguished from its pursuit for one’s own purposes.” Then follows 
this quotation from Francis Bacon: “I hold every man a debtor to his 
profession; from the which as men of course do seek to receive coun- 
tenance and profit, so ought they of duty to endeavour themselves by 
way of amends to be a help and ornament thereunto.” Not only does 
the university treasure carefully this idea of a profession as based on 
thorough knowledge of a subject as distinguished from quackery or 
even mere technical skill, but also it has done so, throughout its history, 
as a vocation for unselfish service to society. When it creates courses 
for new professions it is jealous for the old; the new must also be 
inspired with the conception of a liberal education, of a vocation for 
the good not only of oneself but of the society which has made it possible 
for the members of that profession to get their education. How far 
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graduates live up to the ideals of their profession depends upon their 
moral character. But unquestionably that is the spirit of a true univer- 
sity. Teachers fail as well as students. There are some who are 
unworthy of their position because they have either never had or have 
lost the vision of a profession. 


The third function of a university is to extend knowledge and to 
produce a line of scientists and scholars who will hand on the torch. As 
I have already remarked, research in a university is disinterested. If a 
professor or department keep their eye upon solving problems for 
the sake of material returns to themselves or any business, both will 
soon lose the spirit of disinterested enquiry. That is an insidious temp- 
tation which universities know only too well. Idealists for scientific 
knowledge and for varied learning should be created in, fostered by, 
and given opportunity through every university which is true to its 
character. 


A university is rightly exposed to criticism. It is a place of 
privilege, and the question will be earnestly asked whether it is not in 
special cases a place of waste and morally unprofitable. If for any 
period or in any place it has degenerated, this is due to moral short- 
comings perhaps in the staff, but perhaps also in the students and 
also in the homes from which they come. A generation ago a high ideal 
of education and of its worth prevailed in many sections of our country. 
There were communities which placed great value on knowledge. Per- 
haps the growth of wealth and the ambition for material prizes may 
have dimmed the older ideals. If so, and I do not wish to say that this 
is proportionally the case in our society, the university cannot accept 
even the chief blame. It does create sentiment and ideals quietly and 
gradually, but it cannot do its best if the average mind is indifferent to 
what it seeks to do. While the university gets students with the highest 
average of intelligence from the homes, it also gets many who have no 
background on which to create a fine conception of liberal and profes- 
sional education. So there are many failures. 

On the whole, good intelligence is associated with good moral char- 
acter; though there have been brilliant lawyers who were not widely 
trusted, and clever business men whose transactions have not always 
fulfilled the letter of the law, to say nothing of its spirit. The human 
race has learned by sad experience that wisdom does not always go 
hand in hand with knowledge. Notwithstanding our accumulated knowl- 
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edge, Western civilization is suffering the woes of war. But it is not, 
our knowledge itself that has brought us to this pass. It is because our 
head does not control our heart, nor our reason restrain our selfish 
desires. In all education this irreducible surd in human material has 
to be taken into account. The hopeful outlook for education is that on 
the whole there is less of this selfish irrationality in people who have 
had instilled into them the ideals of the noblest literatures, and who have 
caught some glimpse of the veracity of mind created by science. In this 
confused world universities, which directly educate only a minority, 
hold forth the light of idealism, and, dull though it often is, that light 
is a witness to truths as to which the mass of people would otherwise be 
left in darkness. 
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WAGE POLICY AND COST OF LIVING IN 
WAR AND PEACE 


What policy is Canadian industry to adopt towards the anticipated 
wage demands on the part of organized labour? 


* * * 


H. A. LOGAN 
I.—THE PROSPECT IN RETAIL PRICES 


HAT policy is to be adopted toward wage demands in view of 

anticipated increases in retail prices and cost of living? This 
question suddenly challenged employers last September and, although 
delayed beyond the expectation of most people, will likely confront them 
again before many months. Informed opinion has it that we may 
expect no great increase in prices now until late spring at least. Certain 
British contracts for important Canadian products were, as a matter 
of fact, laid down for a year in advance at a stipulated price, which 
circumstance points to steadiness in prices rather than increases. 
Nevertheless, if the war continues and especially if it opens up on a 
grand scale the rise must eventually come. Reference to history teaches 
that there was no great general increase during the first twenty months 
of the last war. The composite food budget of the Department of 
Labour, consisting of twenty-nine representative items, showed an 
early rise from $7.42 in July 1914 to $7.99 in October and $7.95 in 
November, after which it fell to $7.80 in the following spring, there 
to continue through the summer of 1915. Not until the winter of 
1915-16 did food costs register more than seasonal variations and even 
then the increase was compensated for by a general drop in rents. Only 
in clothing and in the category “sundries” was there any considerable 
advance during the first sixteen months of war, these registering fifteen 
per cent. and ten per cent. gains, respectively, to effect a four per cent. 
increase in total living costs. Those who experience surprise at the 
failure of prices to rise in 1939-40 on account of war are doubtless 
unaware that it was practically two years after August 1914 before 
there was a substantial increase in retail prices. The real climb began 
in the fall of 1916. By October of that year the food budget totalled 
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$9.30 and three months later it had risen to $10.27 and thereafter 
maintained its upward course. Fuels also began their upward trend 
and soon thereafter rents began to increase. Clothing, however, con- 
tinued to compete for first place in rising living expenses throughout 
the whole period. 


There is no reason to think that prices and living costs will repeat 
in detail the experience of 1914-18. Much depends on governmental 
methods of financing. The war itself is starting with less haste and 
the allied nations are better organized for making considered purchases 
on this continent. This time, moreover, the Allies are starting with 
greater stocks of essential supplies such as wheat and metals and also 
greater capacity for fabrication, yet in view of the declared policy of 
using material and saving men there is no reason to think they will 
limit ammunition and equipment to the former proportions when the 
testing time comes. Demand organized through government and oper- 
ating largely as an addition to private demand will eventually cause 
us to travel up the familiar steeps. Clothing seems likely to lead the 
way upward again, featuring rises in woolens, leather and cotton goods. 
Expectation this time is that rents are not likely to sag but in view of 
the lag in building over a period of years they may be among the leading 
items in showing advances. 


II.—THE LAG IN WAGES 


In the last war wages for the most part lagged behind changes in 
living costs. The general weighted average of various classes of labour 
of the Dominion Department of Labour shows only a 2.2 per cent. gain 
in weekly wage rates in 1915 over 1913. For 1916 the increase was 
still below ten per cent. And although 1917 registered twenty-five per 
cent. above 1913, when this figure is associated with the cost of living 
increases of the same year the condition of real wages was definitely 
lower. Attention to the index curve reveals a drop of approximately 
ten per cent. in actual purchasing power during the first three years 
of war. Thereafter real wages began to register an improvement 
though it was not until 1920 that they actually went ahead of 1913. 
Within the composite of “general wages” there were, of course, great 
variations, the metal trades and steam railway workers advancing their 
rates much more rapidly than the building and printing trades, for 
instance, which lagged badly throughout the whole war period. 
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There is reason to think that wages will follow closer in the present 
war. Workers along with the rest of the community are more alive to 
the relations between war and living costs. Furthermore, they are 
more largely organized, and even where they are not, they are listening 
to the interpretation of these matters by the informed leaders. In fact 
there is some likelihood that the recently organized unions may use 
small increases in living costs to make wage demands in excess of the 
latter in order to improve the condition of their heretofore unorganized 
groups and to strengthen their own position among them. It is not an 
unreasonable expectation that they may meet with success in those 
industries where particular types of skill and strength are in unusual 
demand through war conditions. In such cases we shall have wages 
leading upward with cost of living following. How widespread this 
may become will depend in some degree upon how far the unemployed 
are absorbed in the army and by buoyant industrial war conditions. 


IITI.—WAGE POLIcY 
In view of this factual background and expectations with respect 
to the future, the time seems opportune to raise the question of wage 
policy and to indicate as well certain points of contrast in this con- 
nection between conditions of peace and war. More precisely, should 
firms contemplate voluntary increases in some close relation to rising 
cost of living, (a) in times of peace, and (b) under conditions of war? 


The argument that follows is presented from the social and eco- 
nomic rather than from the immediate business viewpoint, although 
it may be asserted that in the long run the individual business firm may 
not neglect the larger outlook. 

For peace time we may set down the following observations: 

(1) Wages “by and large” should rise with cost of living to maintain 
living standards in an equitable civilization. 

(2) Wages should rise somewhat faster than living costs in a progres- 
sive civilization to enable workers, one with another, to share in 
the gains of progress. 

(3) Wages must rise with cost of living to provide a satisfactory pur- 
chasing power for goods and maintain a proper balance between 
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consumption, saving and investment, otherwise things go wrong. 
With wages lagging behind prices the larger returns coming to 
other elements of the community can find few promising invest- 
ments. While this is not generally a concern of the individual 
manufacturer or merchant, it nevertheless adds up to this unhappy 
result in the total and comes back upon him eventually. Proper 
wages, it seems are not only a claim in justice: they represent a 
necessary condition to the happy functioning of business itself. 


Set over against the above are certain limitations of the principle 
of cost of living as affording a complete guide to wages even in 
times of peace. It is quite apparent, for instance, that the ability 
to pay wages as it affects the particular industry or firm has little 
necessary relation to cost of living changes. Its particular product 
may be falling in price while others are rising or, owing to uncon- 
trollable circumstances, its place in the general economy may 
have suffered a temporary lapse. Ability to pay wages tends to 
follow price changes in the chief products of the particular indus- 
try, or variations, perhaps, in prices of its essential raw materials. 
This presents a practical difficulty for the individual firm as it 
considers this matter. For it, business reality points to the close 
relation between the value-productivity of the worker and labour 
cost to the firm rather than to cost of living considerations, and 
its managers, figuring closely on margins, will ever look to the 
former as the main guide in bargaining with workers. The sug- 
gestion of the theorist that the changing labour cost (presuming 
it is pegged to cost of living) would visit the whole field of com- 
petition and would be passed on to the consumer in higher prices, 
or perhaps in some degree to the workers through lessening their 
numbers employed, offers small attraction to the employer in the 
face of immediate responsibilities and outlook. 


Again, the case for level increases in all industries following the 
cost of living index is weak in that it implies equitable wages 
between industry and industry, and employer and employer, at the 
point in time when the principle is first adopted. Rigorously 
applied, it permits of no adjustments as between firms. In this 
sense it represents an unwholesome adherence to the status quo. 


The objection is raised that it creates a spiral of change from 
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which there is no escape. An increase in wages to compensate 
rise in cost of living is itself cause for a further cost of living 
increase, necessitating an additional wage, and so on. The argu- 
ment is true to the degree that wages constitute the chief element 
entering into costs. To the extent that there are other important 
factors, it requires qualification. 


IV.—WAR TIME MODIFICATIONS 


In time of war certain modifications of the above must be con- 
sidered. In the first place, the claims presented in numbers (1) and 
(2), viz., that wages should rise as rapidly as living costs and that 
workers should be assured of progressive real wages cannot be generally 
supported. Civilization is not increasing its usable wealth at such a 
time and, assuming other sections of the community are also making 
sacrifices and dipping below their peace time condition, workers may 
be expected to make their contribution through accepting income losses 
in some cases. A thorough canvassing of the subject would carry us 
into taxation increases as affecting different classes of the community 
as well as into interest rates and profits, quite as much as wages. 
Nevertheless, the distinction between war and peace will, without such 
digressions, be clear to the reader. 


Secondly, the responsibility for keeping consumption, savings and 
investment in balance does not fall with the same weight upon the busi- 
ness leaders in a society geared to war conditions. As a matter of fact, 
consumption may well be in need of restraint rather than stimulation 
through rising purchasing power in workers’ hands when national 
resources in men and capital are in full use. The government organiza- 
tion of demand for war supplies ranged alongside of the ordinary 
demand for goods should be accorded first place. There should be no 
need to worry about consumption of goods and investment outlets for 
savings when the nation is locked in the embrace of a major war. 


V.—THE MATTER OF PRECEDENT 


Turning from theory to practice, we find an increasing use of cost 
of living indexes in adjustment of labour disputes by third parties. 
Arbitration wage boards in Australia and elsewhere have depended on 
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cost of living largely, but not wholly, in arriving at their awards, and 
the same is true of the Railway Labour Board in the United States. 
Minimum Wage Boards of our states and provinces tend to set their 
minima almost entirely in relation to living costs, the Ontario board, 
for instance, classifying the cities and towns of the province into as 
many as five groups in view of that purpose. Certain of our major 
private corporations like the Imperial Oil Co. Ltd. and the Bell Tele- 
phone Co. Ltd. are contemplating wage rates differentiated among 
different cities and areas, the whole being based in greater or less degree 
upon a scientific study of comparative costs. Voluntary adjustment 
of basic wages, however, in direct line with indexes of changing costs 
month by month, so far as the writer has been able to learn, has not 
been proclaimed as the policy of Canadian companies, though recently 
there is evident in some industries a tendency to be generous toward 
workers’ demands for increases and to submit to having contracts 
flexible for reconsideration of wage matters from time to time. Looking 
backward again, in the United States during the American participa- 
tion in the last war production was subjected to a large measure of 
control by the government’s National War Labour Board. Under it 
the principle was agreed upon that real wages should be maintained at 
the pre-war level by the adjustment of wages to living costs. The results 
were not entirely satisfactory, and largely for reasons of the inadequacy 
of the government indexes. Studies were set in motion to improve 
these but not until after the close of the war were the results of an 
extensive investigation by the Bureau of Labour Statistics availabie 
for use. Consequently in 1917-18 neither employer nor labour group 
was satisfied with the arbitrary budgets of expenditures that were set 
up to portray cost conditions in various localities. Labour, moreover, 
objected that fixing wages at pre-war rates was not fair since wages 
in many industries were too low at that time. Wages, they claimed, 
“should be fixed at a point conducive to the maximum productive effi- 
ciency of the workers” which vague prescription is, of course, quite 
another matter, though not without some family relationship to the 
other principle. Practically what did happen was that wages in indus- 
tries classified as “essential” to the purposes of war were for the most 
part kept in line with the rapidly rising prices by the War Labour 
Board, whereas “non-essential” industries were allowed to fall far 
behind in real wages. A more recent expression of labour’s attitude to 
pegging wages to living costs so far as concerns the newly organized 
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workers in the mass industries is to be found in the controversy between 
employers and employees in steel in 1936. The Carnegie-Illinois Steel 
Co. skirmishing for position with the union forces granted a ten per 
cent. wage increase in supporting the bargaining activities of the com- 
pany union against the C.I.0. forces, but stipulated that any further 
wage change would be tied to the cost of living. The Steel Workers 
Organizing Committee (C.I.0.), as it established its ascendancy in the 
field, claimed credit for the ten per cent. increase and took its stand 
definitely against this “effort to freeze the standard of living.” 


VI.—CONCLUSION 


Since 1918 the United States has made great strides through a 
number of studies, governmental and otherwise, in measuring cost of 
living differences both spatially and in time. Mechanical difficulties of 
adjusting wages as contrasted with the last war period would, there- 
fore, be greatly reduced. For Canada the same confidence cannot be 
placed in index numbers. A forward step was made by the first ground 
study in cost of living by the Dominion Bureau of Statistics in 1939 for 
a number of leading Canadian cities. The results, however, have yet 
to become a part of the current monthly offerings of our governmental 
literature. 


Meanwhile, labour attitudes toward use of the principle are prob- 
ably not greatly different from those of similar labour groups in the 
United States. Especially would this be true where membership in the 
same international union reaches across the boundary. Nevertheless, 
we are likely to hear much about rises in living costs in connection with 
labour’s wage demands in the future. Social justice and economic 
welfare require they should have due consideration, their weight in the 
total complex of factors that are considered in naming wages rising 
toward 100 per cent. as lower and lower levels of labour are involved. 
Inasmuch as the future holds much uncertainty there seems to be in 
the present situation also a strong case for wage advances of a tempor- 
ary nature with understanding on both sides that elasticity rather than 
rigidity should be the rule. 





THE NEED FOR MORE MARKET KNOWLEDGE 
IN CANADA 


The head of the Research Division of Cockfield, Brown & 

Co., Ltd., deplores the present lack of market knowledge in 

Canada and cites the Province of Quebec as the most neglected 

market in the Dominion. 
HENRY KING 
| December last N. H. Engle, Assistant Director of the U. S. Bureau 
of Foreign and Domestic Commerce, addressed the American Mar- 
keting Association on “Gaps in Marketing Research.” He had classified 
676 marketing research projects made in 1935 to 1939 and reported in 
“The Journal of Marketing,” and found that 57 per cent. had been 
conducted under university auspices. Government agencies ranked 
second with nearly one-third, in addition to a few in which both gov- 
ernment and universities co-operated. Business was responsible for 
only 11 per cent. The speaker commented: “It is not surprising to find 
that business accounts for but 11 per cent. of the marketing research 
projects reported during the past five years. Much marketing research 
is considered confidential, and is therefore not included in this study. 
... Much marketing research is costly, and therefore limited to a few 
larger businesses and advertising concerns or to business associations 
which can afford it.” 


Market Research in Canada 

What is the situation in Canada? In the first place, we almost 
completely lack the most important source of information available 
in the United States; market studies by Canadian universities are 
extremely few, and still fewer are made available to the general public. 
Various reasons may be hazarded for this. First, as is well known to 
readers of this publication, schools of commerce are comparatively rare 
in Canadian universities, and relatively little emphasis is put on market 
research. Secondly, the well being of Canada is so closely bound up 
with problems of primary production and export that internal distribu- 
tion problems have received a very minor share of the attention of our 
economists. Thirdly, and closely connected with the first, there is per- 
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haps the influence of English academic circles which tend to regard an 
analysis of the influence of price on the sales of women’s hats or sales 
per foot of floor space in various department stores, for instance, as 
altogether unworthy of serious study. 


We are even more unfortunate in regard to surveys made by busi- 
ness interests. Such surveys are quite as confidential here as south 
of the border, and further the cost of them is considerably more 
oppressive. Unfortunately to be statistically adequate and reliable, the 
sample in Canada has to be almost as numerically large as in the United 
States, even with the most careful selection as to age, sex, income group, 
locality, etc. In proportion, then, to the average size of the Canadian 
manufacturer (or advertising agency) the cost of a market survey is 
necessarily high. 


The Work of the D. B. S. 

The main source of market information is the Dominion Bureau 
of Statistics, to which all producers and merchandisers are deeply 
indebted. They publish a wide variety of statistics of all kinds; they 
are continually adding to their publications; and they publish them 
within a surprisingly short lapse of time. But even the Bureau is 
severely hampered by lack of funds; there are innumerable studies 
published in the United States for which corresponding Canadian data 
would be welcomed, but the Bureau’s budget does not allow them. Some 
useful studies have also been made by the Economics Branch of the 
Dominion Department of Agriculture. 


Other Sources of Information 

Another source of valuable material is provided by newspaper and 
magazine studies. These, of course, vary tremendously in quality; some 
are undertaken with the express purpose of proving a point (e.g., the 
quality of the paper’s circulation), others are undertaken with an open 
mind and are carefully and conscientionsly done. Normally two main 
questions are answered: (1) How many people use a given product? and 
(2) What are the most popular brands? But such surveys very often 
include other useful material, such as: At what stores do most people 
prefer to buy the product? What are the favourite days for shopping? 
and many others. Often these surveys give valuable information about 
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segments of the market—.e., the farm as opposed to the urban market 
one province as compared with another. 


Unfortunately, even with using all available sources of information, 
there are enormous gaps. One of the chief reasons for this is that for 
marketing we require not only static data but also dynamic. The mar- 
ket—people’s wants and their ability to satisfy them—is continually 
changing. What is true today may not be true tomorrow, and will 
almost inevitably not be entirely true next week. This means that at 
least a periodic, if not a perpetual, study is required in most phases of 
marketing. 


The Least Understood and Most Undeveloped Market 
in Canada—Quebec 

It may be of interest to illustrate some of these points by examin- 
ing what is known of the Quebec market—the least understood and 
most undeveloped market in Canada. It is known that the West end of 
Montreal (and over 40 per cent. of the families in the Greater Montreal 
area are English-speaking) is one of the richest single markets in the 
Dominion. What of the primarily French districts of Montreal and the 
vast rural areas of the province? 


Manufacturers and merchandisérs have generally tended to neglect 
them for three reasons: (1) Sales promotion is more costly than else- 
where as it involves the use of the French language, (2) It is believed 
that purchasing power is extremely low, (3) It is felt that the French- 
Canadian is so conservative that it is almost impossible to make any 
headway with a new product. The result of this situation is that many 
manufacturers tend to have three or four times the number of salesmen 
to cover Ontario that they have for Quebec. But is such a wide margin 
justified? How well do they know Quebec? What are the facts as far 
as they can be ascertained? 


The Province of Quebec in 1931 had a population of 2,874,000, of 
whom 80 per cent. were of French racial origin; at that time 52 per 
cent. of the men and 60.5 per cent. of the women could speak no English. 
The proportions varied, of course, by area, rising as high as 94 per cent. 
in a number of counties, but even in Montreal and Quebec City there 
were still one-third of the women who spoke French only. No further 
proof is needed of the necessity of using the French language. 
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The population of Ontario in 1931 was 19.4 per cent. higher than 
that of Quebec, but the census of retail establishments showed that 
Ontario retail sales in 1930 were 70 per cent. higher than Quebec’s. 
Men’s clothing, women’s clothing and shoes all showed about the same 
margin in Ontario, but within these general groups there were some 
wide variations; the margin was much lower with furs and infants’ 
wear, for instance. The only group in which Quebec sales were higher 
than Ontario’s was in country general stores, largely because there are 
far fewer relatively large towns in Quebec. Incidentally, the margin 
in favour of Ontario in aggregate farm income is also about 70 per cent. 


Apart from what was learned by experience, this was about all 
the basic data available eight years ago, though other data like auto- 
mobile ownership by counties helped in evaluating purchasing power. 
Statistics indicating living and buying habits were virtually non- 
existant. One of the most important of these gaps has been recently 
filled by the Dominion Bureau of Statistics’ study on working class 
family expenditures. Here the contrast between families of British and 
of French origin in Montreal, for instance, is striking. One table 
analysed the amount of food purchased per person per week. Some of 
the most extreme contrasts were the following: purchases by French 
families (corresponding figures for English families in parentheses) : 
fresh pork, .48 (.26) lbs.; fresh lamb, .04 (.22) lbs.; bacon, .03 (.10) 
Ibs.; ham, .15 (.01) lbs.; canned tomatoes, 5.46 (1.88) oz.; canned 
soup, .47 (5.29) oz. 


Further evidence was provided in 1939 with the publication by 
the Canadian Daily Newspaper Association of the results of their con- 
sumer survey. (Though the figures are not accurate all through, as 
was to be expected when a full page questionnaire had to be filled in 
by the housewife with no assistance from a qualified investigator, the 
survey may be considered as generally reliable.) The proportion of 
French families buying certain products when contrasted with the cor- 
responding English figures in the Province of Quebec gives a good 
indication of the conservatism and greater economy of the French—for 
example (English figures in parentheses) : bulk coffee, 34 per cent. (11 
per cent.) ; bulk tea, 19 per cent. (7 per cent.) ; packaged breakfast 
foods, 65 per cent. (93 per cent.) ; cleansing tissues, 9 per cent. (57 per 
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cent.). We know from production figures that generally in Canada 
evaporated milk is making tremendous strides every year, while sales 
of the older condensed milk are declining; but 28 per cent. of the French 
families reported buying evaporated milk and 41 per cent. condensed, 
the corresponding English figures being 42 per cent. and 29 per cent., 
respectively. Similarly, vegetable shortening has long been taking the 
place of lard; 68 per cent. of the French families buy vegetable shorten- 
ing and 44 per cent. buy lard, but the English figures are 80 per cent. 
and 33 per cent., respectively. 


Corresponding data on the rural market are available from a recent 
Bureau of Statistics report on farm living expenditures. The 1931 
census showed that the margin in favour of Ontario in the average 
value of production per farm was 26 per cent. Part of this difference 
goes to higher operating expenditures in Ontario, and the average living 
expenditures on Ontario farms were only 20 per cent. higher than 
Quebec’s. One of the most important items is clothes, and here the 
Quebec farmer spends more than the Ontario—$164 as compared with 
$138—due partly, no doubt, to the larger number of children (an 
average of 3.5 under 18 in Quebec compared with 1.3 in Ontario). 


In two successive summers (1937 and 1938) the French farm 
paper “Le Bulletin des Agriculteurs” sent an investigator into a large 
number of farm homes to study the extent to which the farmer in 
Quebec is buying branded, nationally advertised lines. Here again there 
were some illuminating results. The proportion of homes buying 
branded lines was very high in the majority of household products, and 
it was obvious that advertising had done its work. In drug and patent 
medicine lines, however, a difficult problem was presented to the manu- 
facturer (as well as the local retail store) in the very large number of 
farms that buy from the door-to-door peddler. 


The French-Canadian market, in fact, is not given the attention 
it deserves. One of the reasons not mentioned hitherto is the tendency 
to use figures on a per capita basis; with their large families, this does 
not. do the French-Canadian justice, and a per family basis gives a 
much fairer picture. For it is true that for some products this is, or 
could be made, an excellent market. The important questions are: For 
what products? What is the best method to approach this market? 
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Summary 

Let me summarise a few points bearing on this. (1) The official 
estimate of Quebec’s population in 1939 is 3,210,000, an increase of 11.7 
per cent. from 1931 compared with an increase of 9.3 per cent. for 
Ontario—in other words, the margin in favour of Ontario has been 
reduced from 19.4 per cent. in 1931 to 16.9 per cent. in 1939. This rate 
of increase in Quebec is likely to continue. (2) There is no doubt that 
the French-Canadian is far less conservative than he used to be; he 
now adopts many of the ideas of his English-speaking compatriot 
and without a long delay. This may be ascribed to the extension and 
development of the province’s road system, to the effect of radio, and 
possibly to the spread of the mail order catalogue, all of which have 
broken down some of the isolation to which so many “habitants” were 
subjected in the past. (3) Movements from various quarters to better 
the economic condition of the French-Canadian are likely to have some 
effect in improving the province’s income. Co-operative marketing has 
already achieved some success. 


All these conditions point to the fact that this market deserves 
serious consideration. But before intelligent plans can be made to 
develop it, much more information is needed. If the manufacturers 
could pool their experience, a great deal could be learned, but as this is 
impossible, there is great need of investigations into all phases of the 
problem. We do not know enough about the differences between cities, 
towns and rural areas. Living in Montreal, we are too prone to take 
the city (and primarily “English”) viewpoint and not give enough 
sympathetic attention to what goes on outside; in Ontario there is even 
less consideration. An American scientist has recently published a 
sociological study of a typical French village (Horace Miner—‘St. 
Denis; A French-Canadian Parish”) ; a corresponding volume on mar- 
keting has yet to be written. 








THE RETAIL PRICING PROBLEM AND THE WAR 
WALTER A. THOMPSON and GORDON H. INGRAM 


The complex pricing function has been rendered increasingly 
difficult since September, 1939. What can retailers 


do to relieve the situation ? 
a ok * 


HE pricing problem of department store and dry goods merchants 

before the war was not easy. The pricing of style merchandise, 
for instance, has always been difficult, and style merchandise makes up 
a good portion of these merchants’ sales. Local demand or lack of 
demand for a certain colour or fabric is a potent force in a retailer’s 
calculation of the proper retail price. Style, since the Jast war, has 
come to the fore in retail selling. Increasing perishability of style 
merchandise is shown by the need for heavy mark-downs from first 
asking prices. In 1933,' for example, the average departmentalized 
specialty store was marking its merchandise down an average of 9.6% 
of total sales. 


At one time merchants were inclined to add a flat percentage to 
all purchases in order to fix their retail prices. Such a practice today 
would be undesirable. The price would be too high on fast-selling 
low-risk merchandise and too low for the high-risk style merchandise. 
The realistic department store operator has been inclined to take low 
gross profits on low-risk staple merchandise. At the same time he 
asks a higher-than-average gross profit on the high-risk style merchan- 
dise. Proper retail pricing has called for a highly skilled retail operator. 


Competition is often a guide to the business man. The competition 
that exists between manufacturers is relatively simple. In the depart- 
ment store and dry goods field there is no compact trade association. 
There are vast differences in exchange privileges, credit, delivery, and 
other services offered by competing stores. A store must always keep 
in mind that his customer and potential customer can easily make 
purchases in another city. Metropolitan department stores are showing 


1Harvard Bureau of Business Research Bulletin No. 92. 
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an increasing interest in business, stimulated often by wide circulation 
of metropolitan newspapers, that can be obtained from smaller cities. 


The already complex pricing function has been rendered increas- 
ingly difficult since September 1939. Wars usually bring a buyers’ 
market. One of the wisest measures taken by the Canadian Government 
was the setting up of Canada’s Wartime Price and Industry Board.’ 
The setting up of this competently manned board was probably as 
popular a move as could have been made by the Government. It is 
generally recognized by the public and the business community that 
no one should make money from this war. 


There are a variety of additional forces which will tend to keep 
price rises in hand. Fortunately, we have considerable knowledge of 
the mechanical means to keep down general price levels. Since the 
last war much has been done along the lines of control of credit infla- 
tion. Inflation a decade or so ago meant a simple turning on of the 
Government printing presses. We now realize, however, that actual 
inflation can creep into our economic structure while the padlock is 
still on the door housing the Government presses. One example of 
credit inflation may be of interest. Government bonds may be bought 
yet no one gives up the option of making another purchase. These may 
be purchased by the simple expedient of the purchaser borrowing, with 
the bonds as security, and paying for the Government bonds. This 
procedure transpiring on a large scale results in credit inflation and 
steep price increases. It is probable that central banking practice will 
attempt to avoid this. 

Some point out that prices were slow to rise during the last war.’ 
The following is an additional factor keeping prices from a rapid rise: 
considerable capacity in machine and man power to manufacture goods. 

In spite of the above, and other reasons, there are forces operating 
which have raised prices. Ocean transportation costs have risen sub- 





1This board was quick to show it meant business by early prosecutions under the 
act. The body has wide powers to license manufacturers and dealers. It can 
fix maximum prices and other actions to avoid excess profits and hoarding. 
Fines up to $2,000 and imprisonment up to two years are provided for under 
the act. It is understood that full co-operation with industry is being sought. 
1The Dominion Bureau of Statistics index of retail prices were: 1913, 63.3; 1914, 


0.05 
63.9; 1915, 69.6; 1916, 79.6; 1917, 93.7; 1918, 109.5; 1919, 125.9; 1925, 153.2 
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stantially.» These have been counteracted somewhat by our exchange 
advantage on English purchases. Exchange disadvantage on purchases 
from the United States have been a direct force in accounting for the 
upward price of many commodities. There has been a suggestion that 
some inflation will exist here. Probably the basic reason for upward 
prices is, and will continue to be, the switching of machinery and men 
from consumers’ goods to war production. Whatever the cause, prices 
are on the move upward. More specific discussion on this point will 
appear later. 


During the first six months Canadian retailers had to make some 
difficult decisions. Canadian general wholesale prices rose from 72.4 
in August to 81.7 in December 1939. This rise was slightly higher than 
that experienced in the United States. On the other hand, general 
prices rose much higher in the United Kingdom. Exhibit I. shows 
wholesale price changes since the war. 


EXHIBIT I. 
WHOLESALE PRICES SELECTED PRODUCTS 


a 





August December 
General Index 72.4 81.7 
Boots and Shoes 90.2 100.1 
Cotton — Raw . 54.5 69.1 
Silk — Raw 42.8 cg 
Artificial Silk 42.8 47.2 
Wool — Raw 53.9 89. 


Source — Dominion Bureau of Statistics. 


A scrutiny of the above exhibit throws some light on the 
seriousness of cost increases to the retailer. Artificial silk is the only 
commodity which has gone up less than the average index. The 
advances of silk and wool have been spectacular. It is obvious that the 
burden of passing higher prices on to the consumer falls particularly 
hard on the department store. 


Should the Retailer Speculate in Merchandise? 
The price situation of September 1939 certainly did not suggest a 


“Actual transportation rates have gone up approximately one-third. These costs, 
for Department Stores incidentally, average in normal times about 8% of 
invoice prices. War risk insurance, at the present time, is about 4% of the 
value of the merchandise shipped. 
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downward price revision. Some had recollections of hazy speculative 
profits made during the last war. Many were tempted to buy in 
heavier-than-usual quantities. The possibilities of such developments 
on a wide scale were discouraged in general by the trade paper editors. 
Losses incurred during 1921 —latterly in 1929— caused many to 
hesitate buying more than for normal needs. Nevertheless, some 
speculating in merchandise occurred. The following table indicates 
changes in the employment from August 1939 to January 1940. 


ADJUSTED CHANGES IN EMPLOYMENT — SELECTED INDUSTRIES 


August, 1939 January, 1940 
Total Index 114.3 120 
Furniture 85.3 93.7 
Textile Products 119.8 138.9 
Electrical Appliance 130.8 143.4 


Dominion Bureau of Statistics. 1926 - 100. 


It should be realized that a portion of this rise in employment is 
accounted for by an accelerated general economic structure. Another 
portion was probably due to heavier purchases to “beat the price rise.” 
Gossip in the trade, while not conclusive, indicates some speculation. 


Some of this excess buying was due to the widespread belief that 
the war budget was to include an increase in sales tax of two per cent. 
Heavy purchases with this in mind have been rather widely condemned. 
Some middle men placed large orders to avoid not having merchandise 
on their shelves. This motive was reasonably legitimate. The increas- 
ing uncertainty regarding delivery dates on certain products will 
naturally cause longer term buying. Regardless of the motives, there 
is strong reason to believe there was a considerable amount of heavy 
buying during the early period of the war. 


There were sound arguments which tended to keep these impulses 
at a minimum. The powers of the Wartime Price and Trade Board 
have already been mentioned. These not considered, many followed a 
policy of buying only for usual requirements. The most potent force 
fostering this policy was the style cycle. The demand of the consumer 
public simply cannot be forecast. Women want high heels one season 
and no heels the next. Even a popular brand of sheets of a few months 
ago is not so popular today. Even men may suddenly refuse to wear 
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hats. An undesirable article from the viewpoint of style must be given 
away. 


There seems to be little evidence that there will be any reduction 
in the tempo of style change in the immediate future. Sound merchants 
simply can’t afford to have on hand anything but minimum quantities 
of merchandise. The merchant who speculated in the fall was taking 
an undue risk. 


Retail Prices Based on Replacement Costs? 

Price increases by manufacturer were widespread in September. 
Some refused to quote prices. Others took their salesmen off the road. 
Some retailers who had contracted for merchandise for fall delivery 
found manufacturers reluctant to deliver at contract prices. Some 
articles of German origin were, of course, no longer available. It was 
obvious that prices were on the way up. 


There were many arguments for raising prices on existing stock. 
A financially weak merchant who sold at a pre-war price would find 
himself, after overhead charges had been paid, without funds to replace 
his stock. Our economists tell us that cost of replacement is a mighty 
factor in pricing. Further, losses sustained on a downward price 
plunge are often severe. One way to take care of these losses is to 
make an inventory profit when prices are rising. It can be argued, 
too, that consumers expect some price increases. 


Retail prices, however, did not rise as fast as wholesale prices. 
During the first four months retail prices rose from 72.6 to 75.9. 
Wholesale prices went up from 72.4 to 81.7' during the same period. 
This situation can be explained. Past performances of the two indices 
indicate that retail price indices move more slowly and do not have the 
extremes of the wholesale index. The average department store had 
sufficient stock on hand in September to carry on business for about 
four months.” This statement should be conditioned somewhat. The 
average department store doing $3,000,000 worth of business annually 
probably had slightly less than a million dollars, valued at retail prices, 
worth of stock in September. 
1Dominion Bureau of Statistics, 1926, No. 100. 


“The average stock turn of Department Stores doing $500,000 to $750,000 is 3.3 
times per year.—Harvard Business Research Bureau Bulletin No. 106. 
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Much of the fall buying had been contracted for. One variety 
chain store attempted to hold prices down until February 1. Their 
stock and orders were sufficient to take care of 85% of their sales to 
that date. For 15‘ of their sales they, of course, took a smaller gross 
margin. It is obvious that the situation was one that enabled the 
retailer to have some latitude. Consumer resistance to immediate price 
rises, strong competition, desire to avoid the label of profiteer, were 
among the factors which caused the retailer to avoid immediate price 
increases. Many sound merchants failed to raise prices in pre-war 
purchases until they found it necessary to re-order. 


The consumer is now feeling retail price increases. Exhibit II. 
shows the increase in prices of selected items in a Canadian mail order 
business. 

EXHIBIT II. 
PRICES, FALL CATALOGUE AND SPRING CATALOGUE 


Selected Items 


Pre-war Catalogue War Catalogue 
Silk Hose A $1.00 $1.19 
B 1.25 1.50 
C .69 85 
Sheets A 2.75 3.00 
B 3.25 3.50 
C 3.75 4.00 
Flannelette .55 a yd. .60 a yd. 
Sheeting .45 a yd. .48 a yd. 
Bleached 45 a yd. .50 a yd. 
Linen Tablecloths 3.75 5.00 
Police Shoe 4.00 4.95 


The increase in U.S. mail order prices for spring 1940 is probably 
not so large as those of our Canadian company. Mr. D. M. Nelson, of 
Sears Roebuck, testified before the Temporary Economic Committee’ 
and revealed the following price increases: 


1Reported in the Bulletin of the National Retail Dry Goods Association, p. 8, 
January, 1940. 
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Winter (’39) Catalogue Spring (’40) Catalogue 


81 x 90 Sheet $ .71 $ .76 
Overalls .65 .72 
Silk Hose .89 .94 
Police Shoe 3.89 4.25 


One Canadian variety chain has moved its price line of silk hose 
from their old price lines of 59c, 69c and 79c to 69c, 79c and 89c. 
Canadian consumers are now feeling the effects of increasing wholesale 
prices. 


Many retailers are not happy because of their position of having 
to bear the brunt of consumer antagonism for higher prices. It is the 
retailer who has to tell the ultimate consumer that hose will now cost 
$1.15 instead of $1.00. It is too often true that the bearer of bad news 
is the recipient of undeserved antagonism. The cushioning effect of 
gradual price rises has done much to mitigate charges of profiteering. 
Resistance to war-time price rises might, however, take the form of 
public accusation of profiteer, hoarder, etc. At least, one U.S. trade 
paper has advocated' that the retailer tell his story to the public by 
advertising. There are sound reasons against this suggestion. The 
public does expect some price increases. 


In many lines the retail price is not commonly known, anyway. 
Many consumers are now in a better position to pay a higher price. 
Advertising would tend to give the problem undue emphasis. 


A better line of action is to keep a reasonable relationship to buying 
and selling prices. Coupled with this, retailers as a group should 
co-operate with the government to make sure that manufacturers’ price 
increases are not excessive. This latter line of action is one already 
taken by the National Retail Dry Goods Association in the U.S. 


Should Quality Be Reduced? 


One of the improvements in retail technique has been the general 
adopting of the price lining idea.» This move has resulted in a wider 
consumer knowledge of retail prices. This knowledge will probably 


1Retail Executive, January 3, p. 1. 

2Price lining refers to the reduction of the number of prices in a specified line of 
merchandise. For instance, instead of offering shoes at 15 different prices, 
they are sold at a limited number of price levels. Dan Magee, for instance, 
sells shoes at $4.95 only. 
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tend to increase consumer resistance to price increases. The tendency 
of all buyers to vary their purchases inversely with price is another 
factor that will cause the department stores to consider the policy of 
handling merchandise of slightly lower quality and fabric. 


Sears Roebuck are offering silk hosiery with cotton or rayon 
in tops, heels and toes and thus keeping the price at pre-war level. 
A variety store is offering men’s shirts at pre-war prices but leaving 
off the cellophane wrapping. Cotton has been substituted for linen in 
kitchen towels. One store has raised its price of hosiery but are now 
stressing the lower price lines. Another retailer has raised his price 
of men’s combinations from 79c to 89c and lowered the quality. The 
pre-war combination price would have to be 95c today. It was felt by 
the store that a slightly lower quality would be acceptable. Men’s shorts 
formerly selling at 25c in a store are now 29c, with the store making 
a slightly lower gross profit. Cotton will be more generally combined 
with wool in the immediate future. 


When prices are generally going down, the consumer wants the 
same quality at lower prices. This is not completely true when prices 
are rising. However, several points are evident. The retailer should 
avoid trash. Changes in fabric and design are acceptable to the public 
so long as the basic wearing quality is not substantially touched. 








NEW YORK AND ITS ECONOMIC PROBLEMS 
C. NORMAN STABLER 
Has the financial centre of America moved from Wall Street 
to Washington? 


* * * 


HE sharp improvement in business during the final quarter of 1939, 
following the declaration of war, was felt throughout the United 
States but in the capital city of trade and industry, namely New York, 
the improvement was relatively disappointing. During the first quarter 
of this year the war boom of the preceding three months had many of 
its excesses liquidated, as war orders failed to develop in the quantity 
expected, but the quarter draws to a close with business men in a 
cautiously bullish frame of mind. 


The majority looks for a fairly high level of business for the first 
half of 1940. In Wall Street, however, the question is raised whether 
New York City, and the State, will again lag behind the balance of the 
country as they did in the first phase of the war boom. 


The explanation for the relatively poor performance of this city 
doubtless lies in the fact that the war abroad, with its interference with 
the shipping industry and disruption of established lines of trade, 
combined with the revolutionary changes which have taken place in 
the field of finance in the last decade, have reduced the importance of 
the types of services which New York is best equipped to render. 


The last named factor means Wall Street. The war can’t be helped 
but the handicaps which have been thrown about the financial centre 
of the country have been strictly man-made. Indeed, there has been 
what amounts to an educational program of distrust for Wall Street, 
backed in some cases by higher-ups in politics and fed with half-truths. 


The financial district may be basking in purity now that it has been 
brought under federal control, but the angels are not too happy. They 
didn’t mind seeing the money changers driven from the temple but it 
was too bad the temple had to be foreclosed in the process; they were 
pleased that the tories were liquidated but not so pleased the liquidation 
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process was extended in so many cases to include honest business 
enterprise; and while they were elated that the crazy era in finance of 
the 1920’s disappeared they were not so elated that a similar degree 
of craziness laid hold of national finances. 


The Wall Street district is now reaping the alleged benefits of 
thorough-going government control. It blankets the fields of trading 
in securities, raising of new capital and all phases of banking. There 
are many who believe that in the not too distant future it may be 
extended to the prosperous field of insurance, which is already 
adequately supervised by the various states but has thus far escaped 
Federal domination. 


Certainly with its steadily increasing business, which some of the 
reformers consider suspicious in itself, and its accumulated assets, the 
insurance field need not long expect to be ignored. For there is a power 
in the land that considers itself well versed in handling billions and it 
is showing an alarming willingness to supervise any business which 
has any assets. 

The Monopoly Committee recently issued a 322-page report on the 
investment record of insurance companies and more is to come. This 
may be only the beginning, as was the Pecora Investigation in the case 
of Wall Street. 


The paternal interest of the government in financial affairs goes 
so far that, I was told recently by a former high official of the New 
York Stock Exchange, when one of his customers bought 500 shares 
of a certain stock at the market he received a personal call from a 
representative of the government who wanted to know why he had 
done it. There is a long and impressive list of specific cases in which 
the government has done its best to guide the Street in the way it should 
go. Early this year, when the Consumers Power Company, subsidiary 
of Commonwealth and Southern, which is headed by one of the possible 
Republican candidates for President, wished to do some financing, the 
S. E. C., albeit by a divided decision, ruled that the management had 
intended to issue the wrong type of security. There was some criticism 
and a suggestion that the men who arrived at this decision in Washing- 
ton might not know as much about the matter as men who have been 
closely connected withthe utility business throughout their working 
lifetime, but that is beside the point. 
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Wall Street has the alleged benefits of the requirement that each 
director and officer make public his purchases and sales of securities. 
Figures on short interest are published, in fact great quantities of 
every type of information on trading, except the volume of foreign 
sales. Reporting the amount of foreign liquidation has not yet been 
required of foreign sellers. 


This strict supervision of Wall Street directly affects New York 
for Wall Street’s economic problem is also New York’s. 

Obviously the economic problems which face us so squarely are 
not limited to New York, yet they are peculiarly New York’s own, for 
this city and this State have been, from the time of the founding of 
the country, the financial centre of America. There appears to be a 
strong feeling in Washington that this is not as it should be, that New 
York’s position as the nation’s banker and indeed as the world’s banker, 
must have been obtained by some underhanded methods and hence 
should be broken up. 


One of the major efforts to break up this alleged monopoly con- 
cerns the S.E.C., which is charged with regulating the security 
exchanges. This is also the bureau that is looking over the books of 
insurance companies, compiling data and otherwise preparing the 
ground for what may develop into federal control of such institutions. 
Its findings are being turned over to the Monopoly Committee and we 
will hope that findings are not keepings. 


One will search in vain in the three security acts which the S. E. C. 
is administering for any authorization given it to diffuse the business 
of finance over the nation. Its efforts to do so come under the heading 
of something less than legal. 


Of course it may not be necessary to have specific legal author- 
ization in order to do such things. There are trained legal minds who 
feel that the law in many cases can be interpreted one way as well as 
another. The present chairman of the S. E.C., in his work on “Law 
and the Modern Mind,” published in 1930 and revised in 1936, discusses 
at length the uncertain character of the law. This theme runs through- 
out the book and contains many quotations from other authorities, one 
of which is that “It seems to be an open secret that in the majority of 
cases we can support both sides of a contention by deductions and 
constructions drawn from the rule by faultless logic.” 
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I do not have to presume anything in telling you that the 
S. E. C. would like to see the business of finance, heretofore held by 
Wall Street, diffused throughout the rest of the country. Two former 
chairmen of the S. E. C. went on record to this effect. In doing so they 
did not argue that the public would be better served by such a diffusion, 
nor did they make any claim that the law empowered them or their 
successor to attempt it. They just started out to do it. 


Both former Chairman Landis and former Chairman Douglas, in 
numerous speeches, voiced concern over the dwindling importance 
of small regional exchanges and the tendency of industries to seek 
capital in the New York market. Mr. Douglas, in Dallas, held out the 
hope of the establishment of a large regional stock exchange for the 
south “if the S. E. C. succeeds in decentralizing the nation’s financial 
structure.” 


The Associated Press quoted him further in this manner: “Mr. 
Douglas said a major objective of the S. E.C. was to take financial 
control from New York and Chicago in order that control of local 
business might be brought home where it belongs.” 


Let us see how successful they have been. I have mentioned that 
the stock volume of the big board last year was less than one-quarter 
of that of 1929. But what have other exchanges done during this time? 
Business of out-of-State exchanges in odd-lots—that is in less than the 
usual unit of 100 shares—in 1937 was 11.6 per cent. of the New York 
Stock Exchange volume in similar trading. In 1939 this increased to 
16 per cent. of the New York volume and in 1939 to 22.7 per cent. 
Stating this another way, the increase in the diversion of business of 
this type from New York was 38 per cent. in 1938 over 1937 and by 
1939 the increase over 1937 in such diversion was 90 per cent. 


But we don’t have to content ourselves with this odd-lot business. 
The reason I mentioned it first was because odd-lot business is rightly 
thought to reflect stock trading business with the general public, with 
the man who saves enough from the tax collector to invest in ten or 
fifteen shares of stock. But let’s have a look at the larger record, the 
record of full lot trading which would include the business from those 
who buy 100 or even 500 shares at a clip. We see in this record that 
1939 business on our New York institution had a drop in its total 
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business of 13 per cent. as compared with the previous year. The 
Chicago and Philadelphia exchanges in the same period increased their 
business 12 and 3 per cent. respectively and Boston showed an 
insignificant decline of 14 per cent. 


One way which Wall Street, aided by real estate men, the 
Merchants’ Association, the New York State Chamber of Commerce 
and others, would like to see this trend reversed is to pass the Mitchell- 
Coudert Bill, now pending in Albany, which would reduce the transfer 
fee now levied by New York State on transfers of securities. 


You may think that because the transfer tax is a matter of only 
a few cents a share that it is without importance. An examination of 
the matter, however, indicates that this is not the case. It may be 
only a penny, but it mounts up. New York State collected only 
$18,000,000 in 1939 in stock transfer taxes from the brokerage business 
against $20,000,000 the previous year. Tax rates on stock transfers 
have more than doubled in this State since 1932 and while that year 
was a depression year, with low volume in Wall Street, it brought to 
the State Treasury $4,670,000 more than the year 1939. If you sell 
100 shares of General Motors in this State you pay a transfer tax of 
$4, whereas you would pay only 20 cents in Pennsylvania or 
Massachusetts. 


Our lawmakers appear not to have heard of the old and proven 
law of diminishing returns, which is a law even the New Deal can’t 
change. The transfer tax illustrates it; namely, too high a tax brings 
in less revenue. The law is a very simple one. You can eat one 
chocolate éclair and enjoy it to the fullest. The second chocolate éclair 
is exactly the same as the first, but your enjoyment in eating it has 
been diminished. You may struggle through the third, and the fourth 
will make you sick. 


Now apply this to taxes. We have seen that the raising of the 
transfer tax on stock transactions has brought diminishing returns to 
our State. They raised the rate and they got less money. It applies 
all along the line. 


We see it again in the returns received by New York City on the 
cigarette tax. The city raised the rate on cigarettes and the result was 
that Broadway’s cowboys rolled their own or perhaps they smuggled 
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in a carton at night from New Jersey or Connecticut. Whatever they 
did, the figures don’t lie. For in January of this year the city found 
its receipts off $52,000 from those of the same month last year. It’s 
that old law of diminishing returns, which most of us learned in high 
school but which must have been in one of the grades the wise men of 
law skipped in their rapid progress to Utopia. 


Let us drop mathematics and talk theory. Now here we are edging 
over a bit into the other fellow’s camp. For in finance it is theory, and 
not facts, in which Washington surpasses. It’s a dangerous thing to 
do, but we will have a try at it. The theory that has been applied in 
the case of the security business is that it should be diffused over the 
nation, that if an industry in Timbuctoo wants to raise a million dollars 
it is somehow better for the Timbucktootans to be taken in on the 
ground floor than that a New York firm, experienced in finance, should 
offer the issue. New York is the primary market in finance, and 
primary markets are our best guarantee of fair prices. The new theory 
is that you can have several primary markets, which is in itself a 
contradiction in terms. An investor may pay a dollar a share more 
by buying in one of these less primary markets, but he shouldn’t com- 
plain, it is argued, because on the next trade it is always possible that 
the man across the Street will beat the market out of a dollar. It all 
evens up in fairyland so don’t worry if you had to pay too much; some- 
one else got the break on the other side. 


The reason Wall Street has held the lead in the security business 
is that it has done a better job. Chicago can do a better job when it 
comes to butchering hogs. Detroit has a knack for building automo- 
biles, and, despite our wage level and high standard of living, Detroit 
can build better cars and sell them for less than any other city in the 
world. And so it goes— Cuba can produce sugar cheaper than we 
can and Grand Rapids can turn out the furniture. There is no reason- 
able justification for trying either by legislative edict or a bureaucratical 
assumption of power to diffuse over the nation the production or service 
of one business more than another. New York is the great service 
centre of this country. It has performed its function well; if it hadn’t 
it wouldn’t be the leading service centre. And it’s about time our 
United States Senators and our other elected representatives came to 
realize it. The ordinary New Yorker is getting sick and tired of the 
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parlor bolshevik attitude that this is a city of Gotham and must be 
destroyed. 


Let us return to facts and see what some of New York’s legislators 
are proposing. There is, for instance, that illustrious son of an illus- 
trious father, Robert F. Wagner. We sent the father to Washington 
and junior to Albany. Junior has proposed a baby S.E.C. for the 
State, which would bring all brokers and dealers not now under the 
jurisdiction of the S. E. C. under the jurisdiction of a State commission. 
This would establish an elaborate and costly bureaucracy to duplicate 
part of what is already being done by the Federal Government. Cost 
estimates run as high as $3,000,000 a year but, of course, it would give 
a few more jobs to the deserving. It would take care of some of the 
faithful and in addition to having a personal] call from a federal repre- 
sentative whenever you bought a few shares you might also have a 
call from a State Hawkshaw. This proposed bill would empower 
the commission to examine your books, accounts, correspondence, 
memoranda papers and other records with or without notice. 


It would do even more. It would effectively muzzle witnesses and 
make public officers and their subordinates virtual puppets of the 
commission. This can be seen from the wording of one paragraph in 
the proposed bill of junior’s. It is Article III, Section 22(e). It reads: 


“It shall be the duty of all public officers, their deputies, 
assistants, subordinates, clerks and employees, and all other 
persons, to render and furnish to the commission when re- 
quested all information and assistance in their possession or 
within their power.” 


But, after you have done so you mustn’t tell your boss anything 
about it, for, as we read further: 


“Any officer participating in any investigation or inquiry 
and any person examined as a witness upon such investigation 
or inquiry who shall disclose to any person other than the 
commission or its members, officers, agents, employees or 
attorneys, the name of any witness examined or any other 
information obtained upon such inquiry, except as directed by 
the commission or under its authority, shall be guilty of a 
misdemeanor.” 


I have concentrated largely on the phases of this problem which 
have been peculiar to Wall Street. I know there are many other angles 
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to the same problem, real estate for instance. The situation is particu- 
larly bad in the financial district. Aiming to drive from the temple 
the money changers, the seers of all wisdom have driven out the 
employees as well. The result is that space in downtown Manhattan 
which once drew $8 a foot now goes begging at one-fourth the rate. 
A number of buildings in Wall Street are being reorganized or are 
bankrupt. True, this may punish some of the villains of the twenties, 
but unfortunately it also punishes the innocent. Those employees had 
to eat when they were working, so the restaurants also are punished. 
Once in a while they used to buy some new clothes in that district, or 
maybe a bouquet of flowers for their wives, or a pack of cigarettes or 
a newspaper. It is estimated that the unemployment among workers 
normally employed in financial houses is now 200,000. You can add 
to this another 200,000 for clerks in various types of enterprises who 
were dependent upon the purchases which the first 200,000 made. 


The question of the State income tax is so well known that it should 
not be necessary to review it. Governor Lehman proposes to increase 
the State levy on the middle brackets. New Jersey and Connecticut 
levy no State income tax at all. Perhaps that is one reason why indus- 
tries are being attracted away from New York State. There is a pretty 
general agreement that the exodus of industries is due to the following 
causes: 

Constantly mounting taxes. 

High rentals. 

Excessive labour costs due to peak union wage scales. 
Instability of labour caused by spread of radical agitation. 
High rate of workmen’s compensation. 


Too rigid factory inspection law. 


In December the Federal Reserve Board’s index of industrial pro- 
duction stood at a new high record of 128 — higher even than the best 
level of 1929 — but the state of business in New York City, at the same 
time, was something less than equal to its best performance. 


Conditions were relatively better in other parts of the nation than 
here. The production record for the country was better than in 1929, 
the year when the United States made the fullest use of its unpa¥alleled 
capacity to produce and distribute goods. The time of year had some- 
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thing to do with the establishing of the production record in December, 
for output is not supposed to be at its most active pace for the year 
in that month; and if it is very active, then the way production indexes 
are adjusted for seasonal variations would make for a showing more 
favourable than it would otherwise be. In spite of seasonal influences, 
though, American industry established some new high records in the 
last quarter of 1939. For a time in that period more steel ingots were 
being produced than at any time in our history. Electric power produc- 
tion was at a new high. Production of airplanes was naturally larger 
than it had been at any time in the past. Output of cotton, wool and 
rayon textiles, leather and its products, petroleum refineries, and various 
other lines, were as high or higher than ever before. 

Those readers who know New York at all well do not need to 
be reminded that New York did not fare so well while this was going 
on. The year 1940 is for New York City a crucial one. The city’s 
economic life is greatly involved with the outcome of the war in Europe 
and the nature of the financial and economic policies of our national 
government. If the totalitarian idea should emerge supreme from the 
contest of arms in Europe, such a result would bode no good for the 
economic well-being of this city. If the trend in our national life 
continues in the direction of governmental paternalism and assumption 
of a more active role in financing*and regulating business, the outlook 
for this city will not be encouraging. 

New York draws its livelihood in the main from finance, shipping, 
manufacture of clothing, printing and publishing, amusements, whole- 
sale trade and production of various kinds of light, durable goods, such 
as electrical products, metal objects, etc. Those of you who know 
anything about foreign trade figures know that England has been able 
for generations to get along in spite of a great excess of imports over 
exports by the so-called invisible items, such as services rendered to 
the world in finance, insurance, shipping, etc. So it is with New York 
City. It is the great service centre for the United States and a good 
part of the world; it produces enough to clothe its people and could 
possibly amuse them in its theatres, stadiums and clubs. But it does 
not produce its food and drink, automobiles and subway cars, cement 
and glass, steel and brick. 


Events at home and abroad in recent years have tended to diminish 
the importance of the sort of thing which New York City is equipped 
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to provide. Totalitarianism, with its campaign for self-sufficiency and 
development of the principle of blocked currencies and barter in trade, 
has served to warp foreign trade out of its natural channels where it 
was not engaged in actually restricting that trade. New York City is 
a free trade city. Something over 40 per cent. of the nation’s foreign 
trade is handled through this port. Before the great depression the 
facilities of this harbour were expanded to accommodate a large and 
growing volume of exports and imports. 


Those facilities are not being used to the extent they were ten 
years ago. The number of vessels arriving at the Port of New York 
in the year ended June 30, 1929, was 5,194. In the year to last June 
30 the number was only 3,656, or a decline of about 30 per cent. The 
difference in revenue and employment which this decline involves is 
considerable. 


The decline in brokerage income which the drop in trading volume 
means has been mentioned. But let us take another sounding of how 
financial activity in New York City fared last year. Domestic cor- 
porations raised only $371,000,000 of new capital last year through 
the sale of new securities. It was the smallest total since 1934 and it 
was only 414 per cent. of the new capital they raised in 1929. In the 
1920’s sales of foreign securities in this country, with nearly all of the 
issues being negotiated and offered by New York City firms, averaged 
about $1,000,000,000 a year. Last year hardly 18 per cent. of the old 
volume was attained. 


I have mentioned the real estate situation in downtown Manhattan. 
Now take a look at the other side of the real estate shield. Home build- 
ing in Queen’s County last year led the nation but do not let that mislead 
you. Construction awards in metropolitan New York last year, accord- 
ing to the Dodge figures, were $418,000,000, representing a drop of 
70 per cent. from the 1929 total of $1,242,000,000. 


With foreign trade, financial activity and construction activity all 
lower, it is not surprising that the number of relief cases in this city 
tended to run ahead of the average for the whole country and that the 
employment showing here was less favourable. 


The effect of the lower scale of employment and wages here has 
been noticeable in department store sales. Sales volume in New York 
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and Brooklyn stores declined at a slower pace than for stores in the 
country as a whole, but the recovery from the depression low has been 
less. Taking 1929 as 100, the index places sales here last year at 78 
per cent., against 81 per cent. for the entire United States. 


I have alluded to the difference which world trade policies have 
made to New York City in the last ten years. Let me now draw your 
attention to the fact that our national policies have likewise worked 
against the interests of New York City. 


The philosophy of government which draws to the Federal Admin- 
istration powers over the supply and distribution of savings of the 
people is a philosophy which diminishes the importance of New York 
City’s traditional function as a capital market. The Federal Govern- 
ment has been insinuating itself more and more deeply into the lending 
field. There are a score of agencies and departments which lend money 
to non-governmental users. Anyone familiar with the writing of Mr. 
Eccles and familiar with the testimony before the Temporary National 
Economic Committee last year is aware that there are powerful voices 
in the Administration which favour the government’s carving out a 
long-term career for itself as a borrower and investor of the public’s 
savings. 


There are various ways of approaching the problem which govern- 
ment usurpation of the lending function entails. I merely want to 
remind you that the difference to New York City would be great if 
government paternalism is extended. One of the great newspapers in 
the city had on the first page of its annual financial review this year 
pictures of what it called the “Strongholds of International Finance.” 
There were three of these strongholds. One was the Royal Exchange, 
London. The second was the Paris Bourse. The third was the United 
States Treasury. It would appear that one of my competitors had 
already conceded that New York had lost out to Washington as the 
capital centre of the United States. 


This is a dreary picture of New York which I have painted, one 
which is thrown into relief by the generally satisfactory level of busi- 
ness throughout the country. It may not be quite as bad as I have 
painted. I am encouraged by the indications of independence being 
shown in Congress. No longer can the group, once known as the brain 
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trust and now just known as the small clique which surrounds the 
President, be counted upon to get unswerving devotion from Congress. 
There is an inclination to question appropriations, to question requests 
for additional power for the executive and to question the wisdom of 
extending some of the powers which previously had been signed over. 
This is something to count on. I have faith that fundamentally the 
United States is made up of the same sort of individual who designed 
a system of government where no one individual or group could long 
retain a stranglehold on the nation. Old-fashioned as I may be, I 
think this is still a nation where individual rights and private initiative 
will be considered more worthwhile than catering to group interests 
and Marxian principles. I am confident that the day will come, and 
come soon, when the present tendency to play one group against 
another, one class against another and one State against another will 
disappear as surely as it did in the days of the founding of this country, 
when sectional rivalries were submerged for the benefit of the whole. 





PRICE REGULATION OF FARM PRODUCTS 
J. E. LATTIMER 


Government regulation of business and economic life is on the increase. 
Mr. Lattimer discusses herein the growth and effect of such 
regulations as applied to Canadian farm products. 


* * * 


HE regulation of prices in general and prices of food products in 

particular is now a problem of general interest. It appears to 
be, moreover, fully as controversial as interesting. For that reason 
the present may be an opportune time to survey this subject even 
though the limits of this discussion may necessitate somewhat sketchy 
treatment. 


Much of the controversy over the matter of price regulation is due 
no doubt to the same factor which is the foundation of many debates, 
namely, that of opposing factions talking about different things. For 
this reason definitions are in order. Much of the fear of regulation is 
no doubt due also to fear of what interests regulation may favour. Some 
are a trifle hesitant over the matter like the Irishman at the outbreak 
of the war who wished to know just precisely what country he had to 
be neutral against. 


For the purpose of this discussion it is essential to point out that 
there never was a time in history when prices were interfered with to 
a greater degree. On the other hand, local examples are few, if any, 
where prices of all goods were regulated. Comparison, then, is not a 
question of the alternatives of absolute freedom and complete regimen- 
tation but rather one of degree of regulation. 

The degree of regulation now varies and has always varied with 
time and place. The present trend is toward a greater degree of regu- 
lation. And this trend was well under way before-the outbreak of war 
as we Shall later see. 


Forms of Price Regulation 


The regulation of prices may be direct or indirect. The direct 
method may be providing goods on order which is a common method in 
many lines. The indirect method may take a multitude of forms such as 
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taxation, tariff, bonuses, restriction of production by cartels, quotas, 
licenses or whatnot. Another form of indirect interference with price 
may be currency manipulation. In this latter category practically all 
countries may now qualify. 


Price regulation may be brought about for various reasons. Regu- 
lation is often resorted to with the object of keeping prices down. In 
that case a maximum may be the method used. The object may be to 
keep prices up where a minimum price is sometimes the method. The 
tendency for the minimum to become the maximum and vice versa is 
well known and this point was not allowed to pass by one of the mem- 
bers of the British House of Commons who, in commenting that the 
maximum showed a great propensity to become the minimum, suggested 
that the words differed only in one letter. 


Regulation of price may be resorted to in order to ensure a regular 
supply. This is the object most frequently advanced in war time and 
this is the object most frequently encountered in regulation of prices of 
farm products. It really amounts to providing food on order. For these 
reasons this is the type of regulation that we shall discuss in detail. 


The method followed where price regulation is resorted to in order 
to ensure the regular required supply is the forward contract such as 
applies to the providing of fluid milk or the growing of beets for sugar 
or canning crops generally. Such forward price agreements run for 
a definite time, are flexible, and may be changed dependent on results 
obtained. These agreements, though stating a definite price for a cer- 
tain period, must not be confused with regimentation as there need be 
no compulsion on any individual to enter the agreement. 


The Development of Price Regulation in the Last Decade 


Though no lengthy treatment of the historical background of price 
regulation is necessary or possible it is essential to establish the position 
that the trend was toward a greater degree of price regulation in farm 
products particularly before the war started. This was not so pro- 
nounced or noticeable in Canada as in many other countries. Yet even 
in Canada the trend toward increased interference with price was 
marked. 


This development was not confined to the totalitarian states where 
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regimentation appears to have no certain bounds. Nor was it confined 
only to those densely populated creditor countries dependent largely on 
imports which can and do use tariffs against imports with ease, but it 
also included newer, debtor countries like Australia and New Zealand 
where dependence on world exports is important. 


It is not essential to discuss the methods, some of which were very 
ingenious, by which different countries have recently interfered with 
price. It is important to make clear that this movement, beginning in 
Italy with the Battle of Wheat (1925), received a great impetus after 
1930 and has been exhaustively written up throughout the period since 
that date.}:? 


The object of price regulation during the thirties of the present 
century has been almost universally to keep prices up. The degree of 
success attained, though varied from place to place, has on the whole 
been somewhat indifferent. One of the results seems to have been a 
large and persistent portion of unemployment in all those countries not 
engaged in, or preparing for, the war now under way. 


Interference with price resulting in unemployment need surprise 
no one. It is largely cause and effect. In a country of specialists or in 
a world of international specialization it is not uncommon to find 
specialists in certain lines considering themselves underpaid. When 
countries or sections specializing in the providing of certain goods 
become firmly convinced that their reward is insufficient, they persuade 
their governments to try to raise prices. The result may be higher 
tariffs, quota regulations, currency manipulation, international agree- 
ments to restrict output, bonuses on production or bonuses not to 
produce. Whatever form it takes it is an interference with price. 


It may also be a restriction on the migration of labour or restric- 
tion on international credits. Without freedom of labour or capital it 
is hard to secure free interchange of goods, the product of labour and 
capital. 


Restriction of the movement of labour and capital increased interfer- 
ences with trade, and more regulation of price in the upward direction 


1World Agriculture, An International Survey 





Oxford University Press, 1932. 


“World Trade Barriers in Relation to Agriculture, Senate Document No. 70. U.S. 
Printing Office, Washington, U.S.A., 1933. 
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came about in an endeavour to bolster the prices that fell furthest. The 
prices that fell furthest were the prices of farm products. They fell 
furthest on account of being most competitive or in other words having 
had the weakest props under them. The object behind the trend toward 
price regulation has been almost universally the raising of prices of 
farm products and raw materials more nearly to the level of what has 
been termed administered prices. In plain language the objective has 
been to bring the prices that fell in line with those that did not fall on 
account of the regulation which those prices already had. 


Of course there is an alternative that has been frequently recom- 
mended which is to remove all regulation and let all prices adjust 
themselves. The first group to call themselves economists, the Physio- 
crats of France, advised this very thing, but had few followers. The 
general opinion seems to be that the degree of regulation, direct or 
indirect, is now too great to be given up. Therefore increased regulation 
had become popular generally even in peace time. 


Effects of the Depression on Regulated Industry 
and on Non-Regulated Agriculture 

It was suggested that Canada had not gone far in the regulation 
of prices of farm products during the thirties of this century. Price 
regulation of some other goods had evidently gone some distance accord- 
ing to the evidence. The Bureau of Statistics furnishes records of prices 
which are interesting in any discussion of price regulation. The record 
of what happened to prices from 1929 to 1932 should shed some light 
on the degree of price regulation prevailing locally. 


INDEX NUMBERS* 
1926 — 100 


Retail Prices 


Wholesale Prices Agricultural Industrial and Cost of 
Farm Products Marketings Production Services 
1929 100.8 101.1 127.4 99.9 
1930 82.3 103.0 108.0 99.2 
1931 56.3 99.0 90.4 89.6 
1932 48.4 114.3 74.0 81.3 


3The Economic Analyist, December, 1939, p. 82. Department of Agriculture Market- 
ing Service, Economics Division, Ottawa. 
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In three years while wholesale prices of farm products dropped to 
less than half the value in 1929, retail prices and cost of services dropped 
from 99.9 to 81.3 or by 18.6 per cent. With all allowance necessary or 
possible for the well known lag in mind this movement indicates that 
there was more regulation of retail prices and of the cost of services than 
of wholesale prices of farm products. This may have been due to forward 
wage or price agreements or to a variety of causes. Whatever the cause 
we need not now discuss. The only point we are here concerned with 
is that prices were maintained and it is now proposed in many quarters 
to afford prices of farm products a somewhat similar forward price 
agreement, as will be discussed later. 


Prices of farm products fell in order to get rid of the goods and 
enable production to continue. And agricultural production did continue 
as the column of agricultural marketings testifies. Lowering the price 
to increase volume of business is not an entirely new economic phil- 
osphy. Yet it is just precisely what was not done in industry generally 
as the column of industrial production indicates. The index of industrial 
production dropped from 127.4 in 1929 to 74.0 in 1932. This was a drop 
of 53.4 points or 42 per cent., while the price of farm products dropped 
from 100.8 to 48.4—a drop of 52.4 points or 52 per cent. This does not 
give the complete picture yet the comparison is significant. Broadly 
speaking, in this period the record reveats farm production maintained 
while prices declined. On the other hand, prices of some other goods 
were maintained and production declined, resulting in unemployment. 


The reason for this is the main objective of this discussion. It is 
clear from the record that the prices of other things had a greater 
degree of regulation than had the prices of farm products. Whether 
this was on account of minimum wage laws—which did not apply to 
agriculture—less dependence on world markets or other causes, prices 
of farm products fell because they were more competitive than prices 
of other goods. Other prices have been termed rigid, sticky and admin- 
istered. Whatever they have been termed they are the result of direct 
or indirect regulation. 


Absence of regulation permitted price of farm products to fall. The 
Canadian farmer owning his own land and doing his own work largely 
with the assistance of unpaid members of his family was among the 
few who could reduce prices. On the other hand, industry dependent 
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more largely on hired labour and thus faced with minimum wage laws 
and forward wage agreements had only one alternative—namely, to 
reduce production and dismiss employees. 


A comparison of wage rates and volume of employment is 
necessary to complete the record. The records are available from the 
Department of Labour. 


WAGE RATES? 
Index Numbers 


1913 = 100 

Industrial Wages Index of 

Wages in Employment® 

(6 Classifications) Agriculture 1926 = 100 
1929 192.7 194.1 119.0 
1930 194.4 173.6 103.6 
1931 191.8 136.3 102.5 
1932 181.4 105.6 87.5 


The decline in rate of wages in the six classifications of industry 
from 1929 to 1932 was from 192.7 to 181.4—a decline of 5.9 per cent. 
The decline in wages in agriculture during the same period was from 
194.1 to 105.6—a decline of 45.6 per cent. The index of industrial 
employment during this time declined from 119.0 to 87.5—a decline of 
26.5 per cent. There was no great similarity between the decline of 
the rate of wages in industry and in agriculture during this period. 
The relationship was somewhat closer between the decline of wages in 
agriculture and the decline in industrial employment. The regulated 
wages in industry acted differently from the unregulated wages in agri- 
culture. Employment in agriculture was maintained more fully in the 
period judging from the index of agricultural marketings than was 
employment in industry. 


If a longer period be considered it is found that in 1933 the wage 
rate in agriculture actually fell below the 1913 level and in 1939 the 
index on the 1913 base was 131.6, while most industries are now on a 
par or above the 1929 level in regard to wage rates. The volume of 
employment is not yet on a par with 1929 in industry. 


From 1930 to 1940 the number of workers in agriculture increased. 


‘Department of Labour, Ottawa. Wages and Hours of Labour in Canada, 1929, 1932 
and 1933, pp. 5 and 70. 
5Labour Gazette, January, 1933, p. 65. 
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This is proved by the quinquennial census covering the prairie prov- 
inces. Hence during this time the old idea that depressions were auto- 
matically overcome by workers forsaking unprofitable vocations for 
those offering greater material attractions has become entirely obsolete. 
Depressions have lost the possibility of automatically curing themselves 
since natural corrections are not allowed to work automatically. Auto- 
matic correctives cannot possibly work as some wages and prices are 
regulated and others not. Society economically is neither bound nor free. 
Results are not very satisfactory in securing a reasonable proportion 
of employment. The same condition applies to a greater or lesser degree 
to the United States. Perhaps this is the reason that Colonel Leonard 
P. Ayres says that the year 1939 has historical significance for two 
reasons. One is the outbreak of the war and the other is that the 
year 1939 marked the end of the first decade of the great American 
depression. ® 


If the age of depressions is now to be reckoned in decades, then, 
some questions and perhaps conclusions relative to price regulation 
may be warranted. The persistence of depressions for such a period 
of time indicates that automatic regulators can no longer be depended 
on as correctives. The present system both locally and in the United 
States of partial regulation can scarcely be expected to be automatically 
self-corrective. In fact the problem is*whether or not the so-called 
depression was not largely due to mismanagement which perhaps still 
continues. 


Methods of Price Regulation Adopted in the Thirties 


The third decade of the present century witnessed a decided 
increase in price regulation. The object of price regulation was in the 
direction of raising prices rather than keeping them from rising during 
this period. A special objective in many sections of the world was to 
raise or maintain the prices that had fallen first and farthest in 1930, 
namely, prices of farm products and raw materials. 


Familiar methods for regulating prices were followed and new 
methods added. The period saw tariffs applied against imports of 
products amounting to two or three times the export value of the goods. 
The decade saw formerly free trade countries embrace protection, and 





SAyres, Colonel Leonard P., Cleveland Trust Bulletin, December, 1939. 
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export bonusing developed into a fine art. Countries professedly favour- 
ing freedom of trade and competitive price policies were reluctantly 
in some cases forced to follow the lead of the totalitarian states, which 
were of course in the van of the trend toward regulation. 


Surpluses were disposed of in various ways during this period. In 
some cases the unwanted goods were consigned to the flames, in others 
to the water, depending on the combustibility or specific gravity of the 
surplus on hand. Fines were imposed for overproduction and bonuses 
paid for restriction of output. International cartels became active with 
quota restriction on volume. These cartels were not only active in 
metals but also included rubber and sugar and would have included 
wheat had it been possible for the countries interested, numbering over 
a score, to come to an agreement. 


There is no need to allude to the degree of success achieved in 
reaching the objective aimed at during this time. All that is necessary 
here is to point out the trend toward increased price regulation of either 
a direct or indirect nature during the period between the marked fall 
in prices of some goods in 1930 and the outbreak of the war. 


War: a Change in Objectives 

The outbreak of the war altered the price regulation picture 
almost overnight. While it accelerated the trend it altered the objective. 
During the period preceding, the endeavour had been practically unani- 
mously in the direction of raising prices. With the start of the war the 
aim was to keep prices down. Attention was switched from minimum 
to maximum prices immediately. Rationing the necessary complement 
of maximum prices was fairly promptly adopted and now prevails not 
only in the European countries at war but also in some of the European 
countries that are at the time of writing trying desperately to remain 
neutral. 


There is a great variation in the degree of price regulation in the 
different European countries for reasons which need no elaboration. 
Yet the promptness with which rationing and price regulation have 
been adopted reveals the amount of experience gained in price regula- 
tion during recent comparatively peaceful years. 
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Difficulties and Possibilities of Price Regulation 
of Farm Products 


The sudden extension of price regulation with the commencement 
of hostilities included not only essential war supplies but also food 
products which are generally included as essential war supplies. It is 
the latter with which we are now concerned. The farm products and 
food products first to be regulated were the essentials for men on active 
service. Thus, wool, sugar and bacon were among the first commodities 
to be regulated. The prime object was and is to make certain of a 
definite supply. The basis of the prices set was that of the price prevail- 
ing before the war started. Wheat and grains generally which have 
not yet come under price regulation locally have been regulated in 
regard to price in the European warring countries as well as in some 
of the neutral countries. 


Although Canada has been cited as probably the country that 
remained most free from price regulation in regard to farm products 
prior to the war there were some experiments in this line which must 
be cited. These include the regulation of the price of fluid milk, beets 
for sugar and canning crops generally. Price regulation in all of these 
products is and has been of the nature of forward price agreements 
or producing on order. This method of price regulation is one of the 
oldest and most common methods of price regulation known. Produc- 
tion on contract for one year or less implies a flexibility in prices that 
should render the regulation comparatively simple. If the supply should 
exceed requirements’ prices may be adjusted downward when next 
revised or upward if the supply forthcoming is insufficient. 


There are some difficulties to be expected even in this degree of 
regulation that might not be clear to all. Among them are the difficulty 
of maintaining quality. Where prices are set it is natural for the pro- 
ducer to cut costs in order to secure a profit even at the expense of 
quality. On the other hand where goods of a superior quality are in 
demand there is a temptation to charge more than the regular price. 
This is commonly termed bootlegging, which may be either above or 
below the regulated price according to circumstances. The whole system 
of tipping in the matter of securing services may be taken as an example 
of one method. Another method may be to give fourteen for a dozen 
or securing twelve months’ rent of a home for payment either of eleven 
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months’ rent or of thirteen months, according to the surplus or scarcity 
of homes. 


Among the weaknesses of price regulation must be considered the 
tendency to maintain the status quo, whatever that happens to be, or, 
as so often expressed, the tendency to freeze conditions as they are 
eliminating the impetus for improvement. Also one of the greatest 
dangers in price regulation is that of cramping business and increasing 
unemployment. This has been demonstrated during recent years when 
some industries maintained prices and reduced volume of business while 
others lowered prices and maintained business. 


There is small danger of the volume of business being lessened greatly 
in food products because of the absolute need for a certain amount of 
food. Considering present dietary habits of many nations of the world 
there may be small chance of expanding volume if prices are regulated 
at too high a level. Even farm products on a domestic market must 
pay some attention to this point while those on a world basis will find 
it much more important. 


It is quite possible that a regulated price for food, together with 
rationing based on what a desirable diet should be, might result in a 
decided improvement in the diet of people generally as compared with 
the greater freedom of choice that comes without price regulation and 
rationing. And in this connection it is necessary to recollect that a 
certain degree of rationing is carried on ordinarily through the taxation 
of foods and beverages considered as more or less in the luxury class. 


The regulation of prices of food products and farm products might 
also secure cheaper cost of production in the long run by eliminating 
the wide swings in both prices and production which not only fail to 
provide a regular supply but are costly to society in general. Produc- 
tion of farm products on order or on contract may reduce the waste 
of growing crops, particularly perishable products, for which there is 
no market and which of necessity have to be relegated to a lower use. 


The possibilities of the regulation of prices depend largely upon 
how wisely or unwisely the interference with price is carried on. There 
has never been a time when some interference with price has not pre- 
vailed. During the last ten years we have seen very indifferent results 
from the degree of interference with prices that then prevailed. It was 
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a period during which business followed largely the lines of least 
resistance. Businesses organized on a family basis and not depending 
on hired labour lowered prices and continued to function. Some busi- 
nesses dependent on hired labour—where wages were regulated— 
maintained prices but reduced business. The trend was not only toward 
increased regulation of business but also toward increased activity of 
the public through their governments in the activity of business. 
Regulating business as a referee of the game is always an exacting 
duty. When the referee has to regulate the game in which he also plays 
it is a different and more difficult thing. 





The increased activity of governments in business during the last 
decade has also been following lines of least resistance. During that 
time there has been small increase in private business. Capital has been 
available particularly in two forms—either as federal loans or as savings 
deposits which were converted into federal loans for lack of alternative 
opportunities. The increased funds available to governmental authori- 
ties resulted in increased activities in business. Whether this develop- 
ment be desirable or otherwise is an important question but the result 
itself should surprise no one. 

















SECULAR TRENDS IN BUSINESS 


N.S. B. GRAS 


In which Dr. Gras distinguishes between the secular trend in 
business and an economic secular trend. 


* * * 


E all know about business cycles, which last from 8 to 11 years 

or, if we are thinking of the shorter cycle, about three years. In 
one form or another some concept of cycles is very ancient. For cen- 
turies there was belief in a growing or agricultural cycle of seven years, 
but in the nineteenth century scholars began to emphasize the purely 
trade cycle. Now we accept the view that, whereas agricultural cycles 
used to help determine trade cycles, today trade cycles profoundly 
influence rural prosperity. 


In the United States interest in the business cycle has been strong 
among the larger business men since 1873-78 and among economists 
since the panic of 1907. Controversy has ranged from the influence of 
the sun or of Venus to the claims of the three-year as against the ten- 
year cycle. But, in all this consideration, there is one point that is com- 
monly neglected, namely, that there are at least two patterns of cycles 
which we should have in mind if we are to use cycles in our thinking. 
Perhaps it is a failure to discover this key that has led some scholars to 
speak of the “myth of the business cycle.” The two patterns in question 
are the downward and the upward secular trends. The behaviour of 
the cycle differs according to the general trend in which it occurs. 


The secular trend in business is a broad movement—up or down— 
that lasts for about 25 years in each direction. The Russian economist 
Kondratiev has dealt with the theory of this trend and somewhat with 
the facts during the last century and a half. In America Simon Kuznets 
has carried the subject somewhat farther. Up to date, however, the 
secular trend in business has been given no adequate theoretical 
analysis and no satisfactory qualitative or quantitative examination. 


The secular trend in business is a movement in the rate of profits 
up or down. Profits are indicative of the well-being of the business 
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machine and are therefore fundamental in any consideration of man’s 
economic existence. The trend up or down is indicated clearly in old 
industries and in capital goods industries. New industries can run 
counter to the general direction—a fact which investors have clearly 
in mind. 


It should be clearly kept before us that the secular trend in business 
is very different from an economic secular trend which is closely bound 
up with inventions and population changes. The economic secular trend 
is just now upward while the business secular trend runs in the con- 
trary direction. Economic secular trends are longer lived and still await 
adequate investigation. 


Just what is it that goes up and down in the secular trend in busi- 
ness? We have already said profits. Because of inadequate information 
concerning profits, however, we are forced in any historical examina- 
tion to fall back upon the course of the prices of wholesale commodities. 
This subject has been well and carefully studied. The justification for 
this method lies in the close correlation between the course of prices and 
the course of profits. Students of consumers’ goods industries and of 
new industries do not accept this view as freely as the students of pro- 
ducers’ goods industries and of old industries. The former reflect 
economic trends chiefly, while the latter reflect business trends chiefly. 
At any rate, this is one view and a challenging one. Of course, in 
emphasizing prices we can use some of the various series of statistics 
of profits. 

An examination of the changes in modern business conditions 


seems to make out a case for the following trends, very roughly 
indicated here so as to set forth turning points and directions. 
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At the topmost points are the ending points of great wars or at 
least the first reactions from war conditions. At the bottom are changes 
fundamentally in sentiment which soon register in better conditions 
and higher profits; something striking may have happened, as in 1789 
or 1897, or there may have been nothing except a feeling that the worst 
was over, as apparently in 1740 and 1843. The years here given have 
more reference to England in the early period and to the United States 
in the later period. 


The downtrend pattern shows each drop lower than the preceding 
one and each rise lower than the similar effort that went before. At 
least since 1815 there have been three panics followed by severe depres- 
sions in each downtrend. These have been called the primary, second- 
ary, and tertiary post-war depressions. The most serious depressions 
are likely to occur as the secondary or tertiary post-war movements. 
Such have been the depressions of 1837-43, 1873-78, and 1929-33. 


Serious effects follow in the wake of the downtrend—unemploy- 
ment, loss of capital, unrest, and political upheaval. The movements 
identified with fascism, naziism, the New Deal, and the United Front 
are examples. Perhaps we shall some day also explain the rise of com- 
munism in Russia, Spain, and Mexico by the same line of reasoning. 


One of the very good results of a downtrend is the increase in 
efficiency. Frills of business management are lopped off. Leaks are 
plugged. Inefficient executives, foremen, and workmen are dismissed. 
Nepotism is reduced. Only profitable items are produced. 


The uptrend is the happy lease of life which a generation enjoys 
before it is brought into face with reality. Profits are satisfactory, or 
high, or lavish; the only question about profits is the exact rate. The 
uptrend has to do with confidence and capital goods industries. The 
high costs of labor and taxes are absorbed in greater volume. There are 
panics, of course, and the business cycle operates still. But the panics 
are short and spectacular; they are fraught with more significance in 
finance than in production and marketing. The number of months of 
prosperity in the cycle during the uptrend is much greater than the 
number in the cycles that occur in the downtrend. 


As the trend goes upward, profits are more assured and higher, 
unemployment (of the employables) recedes, and popular distress shifts 
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to the high cost of living as prices outrun income. The efficiency of busi- 
ness management begins to go down with the rise in the ease of making 
profits. 


Then comes a threat to further prosperity. The uptrend is ques- 
tioned. This occurred in America before the war of 1812-15, the Civil 
War, and the World War. Then, the miracle happens. A war is staged 
and prosperity continues. Whether there is some subtle influence of 
business on the politicians who bring on the war or whether the Deity 
insists on this particular order of events is far from clear. With the 
rise in prosperity induced by a great war of nations fully prepared in 
a military and a financial sense, come higher profits and greater business 
inefficiency. 


Today we are in the downtrend that began in 1920. We are in be- 
tween the secondary and the tertiary depressions. More minutely we 
are (February 3, 1940) in a minor downswing of an intermediate down- 
ward trend in a bull market—in between these two depressions. Such 
is the language of business movement. 





We seem to have at least ten more years to go before the uptrend 
reaches us; that is, before the disturbance of a major world war and 
its aftermath are eradicated from our: business and political systems. 
What a chance for young men today to go into business when effective 
management is closer to reality than in a generation! What training 
they may reasonably expect to obtain! They are confronted only with 
the difficulties of securing jobs and holding them till business again 
becomes.prosperous and inefficient. 


What of the longer future? Are these uptrends and downtrends 
going to continue? Yes, probably, but not necessarily in the same way. 
The business see-saw will be here, but there are long-time economic 
trends and social trends to consider. The possible lessening of capital 
goods’ industries, now that the world is more nearly built up and fron- 
tiers closed, would tend to check the uptrend, as also would birth control 
because of its effect upon the market for consumers’ and producers’ 
goods. On the other hand, the tendency of nationalism to go over into 
imperialism, as evidenced by the present war, gives us fair promise of 
a continuation of the heavy goods’ industries for military purposes 
during the years to come. 














Secular Trends in Business 165 


And so we leave the situation in a welter of uncertainty, not as to 
whether there will be ups and down, for they are inherent in a pro- 
gressive elastic society, but as to whether the movements will be as 
severe and have as great repercussions as in the past. 


And now a word of caution. Treat the whole subject of the secular 
trend as a theory yet to be proven or disproven. The theory is in need 
of both complete demonstration and adequate proof. 








U.S. DEPARTMENT OF LABOR, WAGE 
AND HOUR DIVISION 


COLONEL PHILIP B. FLEMING 


The Administrator of the U. S. Department of Labour, 
which establishes in the economy of the United States a 
Wage and Hour Division, describes the aims of legislation 
“floor for wages, a ceiling for hours, and a break for 


children.” 
* * ae 


‘T appears both appropriate and desirable to describe for the 
Canadian readers of The Quarterly Review the aims of legislation 
which establishes in the economy of the United States a “floor for wages, 
a ceiling for hours, and a break for children.” For it is to another 
British Dominion—-Australia—that the world is indebted for the first 
and basic step in this direction of social progress. 


Likewise, when the Congress of the United States only three years 
ago applied this principle to private industry performing public con- 
tracts with the Federal Government, we had before us a precept and 
example in your own Fair Wage Policy of the Government of Canada. 

The Fair Labour Standards Act of 1938, commonly known as the 
Federal Wage and Hour Law, extends this principle to all private 
industry engaged in commerce between the several states. It is the 
culmination of almost a century of agitation in the United States to 
protect first children, then women, and finally all workers from long 
hours of toil in unsanitary surroundings at wages which were in many 
cases woefully inadequate to provide a minimum standard of living. It 
is only in comparatively recent years that the economic advantages 
accruing to industry itself from higher wage levels gave impetus to 
the movement. 


The Act, which became effective on October 24, 1938, provides for 
the establishment of minimum wage and maximum hour standards 
and for the regulation of child labour in industries engaged in inter- 
state commerce or in the production of goods for interstate commerce. 
It embodies the conviction of the Congress of the United States that 
“the existence ... of labour conditions detrimental to the maintenance 
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of the minimum standard of living necessary for health, efficiency and 
general well being,” in such industries is contrary to the public interest. 


The administration of the Wage and Hour provisions of the Act 
is lodged in the Wage and Hour Division of the United States Depart- 
ment of Labour. The child labour provisions are administered primarily 
by the Children’s Bureau of the United States Department of Labour." 


Except for the abortive National Recovery Act, declared unconsti- 
tutional by the Supreme Court on May 27, 1935, the Fair Labour 
Standards Act is the first effort in the United States to exercise control 
over the wages and hours of all workers. However, the methods used 
are not new. Rather, the Fair Labour Standards Act may be regarded 
as the capstone of much previous legislation. 


Apart from State legislation and the NRA, two Federal statutes 
directed toward the objectives of the Fair Labour Standards Act pre- 
ceded it in the Congress. One was the Bacon-Davis Act of 1931 
(amended 1935) which provided for the setting of minimum wage rates 
on Federal construction contracts; and two, the Walsh-Healy Act of 
1936, which applied the same principles to all purchases of supplies by 
the Federal Government. 


The present Act is the result of a long historical development in 
Great Britain, Australia, Canada, and in the individual States of the 
United States. 


Practically all legislation concerning labour in the United States, 
as in England, was based on the moral concept and began with the 
regulation of child labour. Generally speaking, children were the first 
workers in our Democracy for whom the protection of the State was 
sought. As early as 1913 Connecticut passed a statute relating to 
the education of employed children and by the middle of the century 
laws relating to child labour were enacted in all six of the New England 
States and in a few scattered States throughout the country. The first 
maximum hour law—10 hours a day—was enacted in Massachusetts 

1The Act forbids the employment of children under the age of 16 in the indus- 
tries covered unless the Chief of the Children’s Bureau finds that their employment 
in industries, other than manufacturing and mining, will not interfere with school- 
ing, health or well-being. The Act also forbids employment between the ages of 


16 and 18 in hazardous occupations covered by the Act, as defined by the Chief of 
the Children’s Bureau. 
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in 1842, and the first minimum age provision—12 years—in 1848 in 
Pennsylvania. 


By 1867 Wisconsin had an 8-hour law for the protection of women, 
but its penalty applied only if the employer compelled a woman to 
exceed the legal limit. In 1890 Massachusetts passed a law prohibiting 
night work by women and minors between 10 p.m. and 6 a.m., and two 
years later enacted a statute limiting the hours of work of women and 
minors to 58 per week. 


The year 1896 closed with 13 women’s hours laws on the statute 
books, but the constitutionality of all of them was in grave doubt. 


As late as 1896 only 17 States provided any inspectors to enforce 
their child labour, maximum hour or factory safety laws. The total 
number of labour law inspectors in the United States in that year 
was 117. 


In 1898 the United States Supreme Court rendered its first impor- 
tant decision in the field of labour legislation. By a 7-to-2 vote, it 
upheld a law passed by the State Legislature of Utah limiting the hours 
of men working in mines to 8 per day. 


Prior to 1933 the most ambitious attempt to ameliorate labour 
conditions in the United States by legislative enactment was that 
embodied in the minimum wage laws passed between 1912 and 1923 in 
15 States, the District of Columbia and Puerto Rico. Numerous of 
these had been, or were to be, held unconstitutional on the nebulous 
theory, often sustained by courts of last resort, both in our States and 
Federal judiciary, that laws for the protection of women and children 
violated the ancient common law principle of the relationship between 
master and servant .as well as the worker’s “inalienable” right to sell 
his labour as he saw fit. It also was contended, often successfully, 
that such laws violated the sacred constitutional guarantees against 
confiscation of property without due process of law. Even so, the 
enactment of these laws followed by several years the adoption of the 
principle in Australia. 


While the provisions of the Fair Labour Standards Act are very 
inclusive, they do not extend to all workers in the United States. Apart 
from the exclusion of workers engaged in intrastate commerce, a 
number of specific exemptions are written into the law. For example, 
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neither the wage nor the hour provisions apply to any employee engaged 
in agriculture or in the packing or canning of agricultural products 
within the “area of production.” Out of approximately 28 millions of 
non-agricultural employees, it is estimated that the terms of the Act 
apply to approximately 1214 million wage earners, as of April, 1939. 


With respect to hours, the Act provides for a basic 44-hour week 
during the first year of operation (October 24, 1938, to October 24, 
1939). At the present time the basic week consists of 42 hours. After 
October 24, 1940, the basic week will become 40 hours. Employees who 
work in excess of the basic standard in any one week must be paid not 
less than one and one-half times their regular rate of pay for the excess 
hours. A number of specific exemptions from the hour provisions are 
provided by the Act. 


MINIMUM WAGE PROVISIONS 

The procedure for the fixing of minimum wage standards is an 
extremely cautious one. The Fair Labour Standards Act provides for 
an interesting combination of a low, mandatory minimum wage standard 
with an industry committee, or trade board, procedure for the setting 
of higher standards (within limits) for particular industries. For the 
first year the statutory rate was 25 cents an hour for all employees 
except learners, apprentices or handicapped workers.' Since October 
24, 1939, the statutory rate has been 30 cents an hour. The latter rate 
of 30 cents was the lowest rate applicable in NRA industry-wide “Codes 
of Fair Competition” which covered about half of all the workers 
affected by that Act. 


Above the floor of 30 cents an hour, minimum wages, up to 40 cents 
an hour, may be established in particular industries. On October 24, 
1945, seven years after the effective date of the Act, a 40-cent minimum 
becomes mandatory for all of the covered industries wnless an “industry 
committee by a preponderance of the evidence before it recommends, 
and the Administrator by a preponderance of the evidence adduced at 
the hearing finds” that a lower rate (but not less than 30 cents an 
hour) is necessary in a particular industry to prevent substantial 
curtailment of employment. 

1The procedure for establishing exemptions for learners, apprentices and 


handicapped workers, which helps to provide flexibility to the wage provisions of 
the Act, is not discussed in this article. 
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Plainly, the minimum wage recommendation of industry committees 
must fall within the 10-cent range of from 30 to 40 cents. The function 
of such committees is to recommend for the industries for which they 
are formed the highest rates (not exceeding 40 cents an hour) which 
“will not substantially curtail employment.” This rate, at any given 
time, will vary among industries. It was the intention of Congress that 
the 40-cent rate be established as rapidly as possible; i.e., as rapidly as 
is consonant with the maintenance of employment. 


The ultimate program of enforcement of the Act envisions volun- 
tary compliance in the development of the ethical acceptance of the 
aims of the Act through Industry Committee action. But the immediate 
problem was an entirely different one. The initial appropriation by 
Congress for enforcement of the Act was $350,000, of which $50,000 
was immediately allocated to the Children’s Bureau of the Department 
of Labour. Subsequently in a deficiency appropriation, an additional 
$850,000 was appropriated. In the meantime, other agencies of the 
Government loaned administrative and inspection personnel, but the 
net result was that at no time during the first eight months of the 
operation of the Act was there more than 100 inspectors assigned te 
enforce the Act throughout the country. 


The appropriation for the fiscal year beginning July 1, 1940, was 
substantially increased so that on October 24, 1939, when the second 
year of the Act began, there were 300 inspectors actually in the field 
and this number has been steadily increased since that date. On 
February 28 the field inspection force totalled 458. 


Meantime, a back-log of thousands of complaints have piled up and 
it was obvious something must be done. 


An instance of the investigative procedure is that of a lumber 
company, which in its concentration yard handled the products of 65 
small saw mills scattered over a wide area. To obtain the evidence 
which finally resulted in a permanent injunction being issued against 
the company, it was necessary for four inspectors to spend approxi- 
mately five months in an investigation of the pay roll and work records 
of each of these 65 companies. When the case was presented in court, 
however, the evidence was so complete that the court ordered the com- 
pany to ear-mark several million feet of lumber in its yards and to 
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provide the Wage and Hour Division with invoices showing that it was 
sold for final consumption only within that State. 


In provisions for enforcement, the Act is comprehensive. One 
effective provision is that the employer who withholds wages may be 
sued by the aggrieved employee for the amount of wages due plus 
attorney’s fees and an amount equal to the wages due in liquidated 
damages. The number of these employee suits is steadily increasing. 


At the other end of the business cycle the distributor of the goods 
produced. in violation of the Act may be equally responsible with the 
manufacturer who produces them. This “hot goods” provision is 
proving one of the most effective aids in enforcement. Legitimate 
distributors of manufactured products are becoming more and more 
suspicious of goods offered them at prices which obviously could not 
be offered if the employer were complying with the law. Concretely, 
the Division has had to take only one employer to trial for violation of 
the Act and this employer halted the trial to enter a plea of guilty 
before the case reached the jury. Announcement that the employer 
is being taken to court for violation of the Act almost invariably is 
followed by wholesale cancellation of orders from his customers. 


The Act provides for either or both civil and criminal procedure 
against non-complying employers. While it is too early to make a 
positive assertion, it is becoming accumulatively evident that the 
majority of employers are willing to meet the modest minimum pro- 
vided in the Act — particularly if they know that their unethical 
competitors will be forced to. 


Two methods of litigation are provided: one is to turn over to the 
Wage and Hour unit of the Department of Justice evidence indicating 
that there has been falsification of records or other wilful or flagrant 
violation of the Act. When these elements are involved there usually 
is no alternative to criminal prosecution. When, however, the employer 
shows a willingness to make immediate restitution, the disposition of 
the present administration of the Act is to see that such restitution is 
made and at the same time to obtain a civil injunction prohibiting the 
employer from any violation of the law in the future. In a great many 
cases—the vast majority—where the employer demonstrates that there 
was no intent to violate the law and evidences willingness to make 
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immediate restitution and his reputation in his community and other 
factors lead us to believe that he will comply with the law in the future, 
the case is closed without litigation upon the payment of restitution. 

A recent report of operating statistics before me discloses that of 
a total 1,261 cases finally acted upon, 864, or 69 per cent., have been 
closed by settlement without litigation. 

We anticipate, of course, that there always will be a certain per- 
centage of employers, as in every walk of life, who will seek unethical 
advantage over their competitors. Consequently, we shall keep a 
militant force in the field in search of such violators. To this end it 
has been deemed advisable to divide the country into 15 regions and 
thus decentralize enforcement in the interest of saving time and increas- 
ing efficiency. When a complaint is received in Washington it is imme- 
diately routed to the region in which the employer complained of has 
his place of business or residence. Upon the ranking regional official 
rests the responsibility for a thorough and reasonably prompt investi- 
gation. He then recommends what procedure he deems advisable under 
the circumstances. 


There are several sources of complaints. First, of course, there 
is the employee who believes that he is being victimized by his employer ; 
second, the wife or other relative, or friend, of the employee; and third 
—and highly important—a competitor who is complying with the law 
and suffering from the unfair competition of those not in compliance. 

Many of the complaints are anonymous — these are regarded as 
valid as those to which names are signed. The Act prohibits an employer 
from dismissing or discriminating in any way against an employee 
making a complaint. But often this is difficult to prove. However, 
every effort is made to protect the employee. The inspector enters the 
plant, goes through the pay roll records and selects a score of employees, 
among whom is the complainant, and questions him. That night he 
will visit the complainant and other employees in their homes. 

Often the employer will say that operations begin at 8 a.m. and 
the time cards will be punched accordingly. In many cases, however, 
the inspector on the job at 6 a.m. sees employees going to work an hour 
or more ahead of the official schedule. Likewise, the employer will say 
that the plant closes down at 5 o’clock and the time cards are punched 
accordingly. But the inspector standing at the gates at 7 o’clock sees 
the employees actually quitting and going home. Such a case obviously 
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constitutes a falsification of records and, consequently, criminal 
prosecution. 


Ultimately, the present back-log will be cleared up and it is our 
hope then to make routine inspections of plants engaged in the produc- 
tion of goods for interstate commerce. It is basic that the organization 
of employers under the industry-committee system of defining an 
industry will serve to bring the principles of the Fair Labour Standards 
Act into the economy of the nation. 


INDUSTRY COMMITTEE PROCEDURE 


There is little scope for capricious action in the establishment of 
minimum wage standards above the statutory rate of 30 cents an hour 
through action of Industry Committees, which, in many respects, 
patterned after the British Wage-Board systems, will in time contribute 
materially both to social progress and industrial expansion. The Act 
provides that the Administrator shall appoint as soon as practicable 
an industry committee for each industry engaged in commerce or in 
the production of goods for commerce. An industry committee must 
be representative equally of employers and employees in the industry, 
and of the public, and must be appointed with due regard to the 
geographical regions in which the industry is carried on. After investi- 
gating conditions in the industry, a committee “shall recommend to the 
Administrator the highest minimum wage rates for the industry which 
it determines, having due regard to economic and competitive conditions, 
will not substantially curtail employment in the industry.” The 
Administrator must furnish industry committees with various forms 
of technical assistance, and provision is made for reconvening com- 
mittees from time to time. 


It will be noted that the only power that industry committees 
possess is that of recommendation. After a committee has filed with 
the Administrator a report containing its recommendations, its func- 
tions have been discharged. The Administrator must then schedule a 
public hearing upon the committee’s recommendations. Upon the basis 
of the evidence adduced at this hearing, the Administrator must either 
approve or disapprove of the recommendations; he cannot change them. 
In the event of disapproval, he must again refer the matter for further 
consideration to the same or another committee for that industry. The 
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approval of a recommendation results in the issuance of a wage order 
making the recommended rate or rates effective in the industry. Any 
person aggrieved by an order of the Administrator may have recourse 
to the courts. 
INDUSTRY COMMITTEE PROGRESS 

Despite the fact that the law has been in effect only since the fall 
of 1938, considerable progress has been made in the establishment of 
minimum wage standards above the general statutory floor. Approxi- 
mately one-fourth of the workers covered by the Act are employed in 
the eleven industries for which committees have been set up. Nine of 
the eleven industry committees have made minimum wage recommenda- 
tions; three of these recommendations —for textiles, hosiery and 
millinery — have been approved, after public hearings, by the Adminis- 
trator, and these wage orders are now in effect. Public hearings have 
been held on the six remaining recommendations, but the decisions of 
the Administrator have not been announced in these six cases. 


The tabulation below shows the industries for which the wage 
recommendations have been made, the minima recommended, and the 
estimated number of workers attached to each industry. In addition 
to the industries listed, committees have been appointed recently for 
the railroad, paper and pulp and the leather industries. 

Recommended 


Industry Minimum Estimated No. 

(Cents) of Workers 

Textiles! (Cotton, silk, rayon, jute, flax) 32.5 600,000 
Wool 36.0 150,000 
Apparel* 30.0-40.0 650,000 
Hosiery'—Seamless 32.5 60,000 
Full-fashioned 40.0 85,000 

Millinery! 40.0 22,000 
Shoe 35.0 234,000 
Hat* 30.0-40.0 24,000 
Knitted Underwear 33.5 60,000 
Knitted Outerwear 35.0 23,000# 


1Recommendations for these industries approved by Administrator. 

2Recommendations for 28 industry divisions and for Puerto Rico, the rates ranging 
from 30.0 cents for Puerto Rico to 40.0 cents for eight divisions of the industry. 

3Recommendations include 30.0 cents for that part of the industry in Puerto Rico to 
35.0 cents for straw and harvest hats in the United States and to 40.0 cents for 
wool and fur-felt hats in the United States. 

4Factory workers only. Considerable number of home workers in this industry. 
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In April, 1939, the United States Bureau of Labour Statistics 
reported that 12 manufacturing industries contained 7,500 or more 
wage earners subject to the Act who earned less than 30 cents an hour, 
the present statutory minimum.' Industry Committees have been 
formed, and minimum wage recommendations have been made, for no 
less than seven of the 12 industries listed by the Bureau. These seven 
industries are: cotton textiles, silk and rayon, knit goods, men’s clothing, 
women’s clothing, shirts and collars, boots and shoes. Industry com- 
mittee action clearly has been most rapid precisely in those industries 
in which the need for such action seemed most urgent. 

SELECTION AND DEFINITION OF INDUSTRIES 

Responsibility for defining an “industry” rests with the Adminis- 
trator.” As every economist and business man knows, the problem of 
marking out the boundaries of an industry is frequently a complicated 
one. In general, broad rather than narrow industry definitions have 
been favoured. The overlapping among industry branches in terms of 
processes and techniques, product competition, sources of labour supply, 
and the like, have come in for much attention. It was found, for 
example, that the textile industries were bound together by a maze of 
structural and competitive relations. The definition adopted for this 
industry, therefore, placed all of the spinning and weaving industries, 
with the exception of wool and carpet and rugs, under the jurisdiction 
of a single committee. In some cases, of course, the problem of industry 
definition presents few difficulties. The hosiery industry is a case in 
point. 

It is believed that careful initial attention to the problem of 
definition will serve to avoid later much confusion and administrative 
difficulty in enforcing whatever minimum wage standards are adopted. 

THE SELECTION OF COMMITTEE MEMBERS 
In view of the very great importance of economically sound wage 
recommendations, great care is taken to select persons for membership 
1Report to the Secretary of Labour, October 12, 1939. These 12 industries employed 
more than three-fourths of the wage earners in manufacturing who received 
less than 30 cents an hour. 

2An industry committee has the right at any time to recommend to the Administrator 
that the scope of the industry as defined in the order appointing the committee 
be enlarged, modified, or restricted. In a number of cases the Administrator 
has also taken the initiative in asking some industry committees to advise him 
on the proper definitions of the industries they represent. 
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on the committees who can make genuine contributions to the deliber- 
ations of committees. Public members, for example, should be not 
only disinterested, in the sense that they have no personal stake in the 
outcome of a committee’s deliberations; they also should be in a position 
to contribute positively to the formulation of sound wage recommenda- 
tions. Trade associations and trade unions are asked to nominate 
candidates for appointment as representatives of employers and em- 
ployees. In this way lists of possible appointees for these two groups 
of committee members are gathered from the most representative 
agencies available. 


Every effort is made, in the actual appointment of committees, to 
give adequate representation to the various branches and wage-interests 
that may exist in the industry, and to carry out the injunction of the 
Act that due regard shall be given to the geographical regions in which 
the industry is carried on. 


THE FACTUAL BASIS FOR WAGE RECOMMENDATIONS 


Upon what sources of information do industry committees draw 
in investigating conditions in their industries and in making wage 
recommendations? Committees draw, first, upon the knowledge of 
their own members. Two-thirds of the.membership of each committee 
comes directly from the industry itself as representative of either the 
employers or the employees. The public members of committees, more- 
over, frequently have exceedingly valuable contributions to make. For 
example, the chairman of the Hosiery Committee, a public member, 
was a national authority, so recognized by both the employers and the 
employees, upon conditions in the hosiery industry. The chairman of 
the Shoe Committee has long been recognized as an authority upon 
labour and industrial problems. 


Second, all of the committees thus far have invited interested 
parties; to appear and state their views. This opportunity has been 
used to full advantage by individual employers, trade association repre- 
sentatives, and the trade unions affected. 


Third, interested parties have been afforded the privilege of filing 
briefs and other written communications. Some of the briefs thus 
submitted have been comprehensive in scope and have yielded much 
valuable information. 











U.S. Department of Labor, Wage and 177 
Hour Division 


Fourth, the Administrator has attempted to provide the committees 
with authoritative information upon the pertinent issues without, of 
course, attempting in any way to influence the decisions of the 
committees. 


Comprehensive wage studies, usually made by either the Bureau 
of Labour Statistics or the Women’s Bureau of the United States 
Department of Labour, are made available to the committees. The 
studies deal not only with wage averages; they show the distribution 
of wages for the industry as a whole and for small groups classified 
on the basis of their existing wage levels. 


Clearly the wage recommendations of industry committees rest, at 
least in part, upon the considerable factual information. The soundness 
of committee recommendations, as pointed out earlier, is subject to a 
highly important check; namely, a full public hearing before the 
Administrator or his representative. In the case of textiles, for 
instance, this hearing lasted for three weeks, and in the case of apparel 
the hearing extended over two months. After the hearing, interested 
parties have an opportunity to submit briefs and to make oral argument 
on the record. The approval or disapproval of a wage recommendation 
by the Administrator is based upon a careful and comprehensive 
analysis of the evidence introduced at the hearing before him. 


The procedure used in fixing minimum wage standards under the 
Fair Labour Standards Act requires deliberation and caution. Con- 
sistent progress is being made, however. It is believed that a minimum 
wage structure may be erected, on the basis of this procedure, that will 
benefit not only the workers for whom it was designed but industry and 
the whole community as well. 











SOME EFFECTS OF THE WAR ON INVESTMENTS 
W. F. PARSONS 


“|... inthis war, because of Federal controls, as well as for reasons of 
patriotism, we should see greater stability in the matter 
of profits, prices and interest rates.” 


* * * 


HE question of investments under war conditions is not one which 

can readily be dismissed with a few facts and figures. This arises 
not alone because the art of investment is an inexact one at best, but 
also for the reason that, in war, all material and financial resources of 
a country must necessarily be regimented for the successful prosecution 
of the national effort. 


Lessons learned as a result of the last war point to the importance 
of guarding against a breakdown in the economic front. Consequently, 
the investor must expect that his contribution may be in the form of 
regulated production and prices, limited industrial profits, higher taxes, 
restrictions on foreign exchange and security transactions and con- 
trolled interest rates. Moreover, he should recognize that to ensure 
the success of the war, he may be called upon to lend or sell his 
external securities to the national government to provide it with foreign 
exchange for needed purchases and to make certain the orderly market- 
ing of internally held foreign assets. 


However, despite the new set of conditions which may prevent the 
customary free play of economic forces, it is of value to consider briefly 
what occurred in the last Great War and what has happened so far in 
this one to the main types of investments, namely, stocks, bonds and 
real estate. Some thought can be given then to the factors now at work 
which may affect the trend of values from here on. 

Stocks 

First of all we might consider stocks, not because they necessarily 
are the most important, but because we have become accustomed to 
looking at the stock market as a measure of business sentiment and 
conditions. 


Going back to the Great War period, it is interesting to recall that 
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business was undergoing a cyclical decline on this continent. The out- 
break of that war in July and August of 1914 came as a complete shock 
to the world. No radios had warned that war was hanging in suspense. 
People had not experienced a series of crises such as we had prior to 
this one. Business and the Allied Governments were wholly unprepared 
for it. No calamity as great had tested national and business leaders. 
The shock was so great that it virtually paralyzed business and the 
cyclical decline which had been under way for more than a year was 
driven down further. 


The stock market, as a barometer of business sentiment, declined 
rapidly in July of that year. As prices declined, the volume of trans- 
actions increased. This combination of rapidly declining prices and 
increasing volume has often been a signal for bad business ahead. 
Fearing a panic, and believing that the stock exchange machinery would 
be unable to cope with the liquidation, the main exchanges were closed. 
The New York Stock Exchange was closed on July 30, 1914, and was 
not opened again until December 12 of that year. 


Although only restricted trading was permitted on the reopening, 
it is significant that the averages were slightly higher than the day 
before closing.1_ Moreover, by the time all restrictions were lifted on 
April 1, 1915, the market had regained all of the loss it had suffered 
prior to the outbreak of war. This was an indication that better busi- 
ness conditions were being anticipated. Largely as a result of war 
orders from belligerent countries, a tremendous boom commenced in 
the United States in the latter part of 1915, and it was this rise that 
the stock market foresaw earlier in the year. 


In the present instance, we have had a somewhat different initial 
experience. After a very drastic decline in business from about the 
middle of 1937 to the first of 1938, a cyclical upswing started to get 
under way on this continent. Just prior to the outbreak of war, there 
was a temporary let-down but, as soon as a state of war was declared 
by Great Britain and France on the first of September, it was the signal 
for an almost unprecedented upturn in business. Not only did this 

1To secure a true picture of what happened, it is necessary to adjust the Dow- 
Jones Industrial Average for the stocks used in this Average prior to the war. 
Before the war, the Dow-Jones Industrial Average was made up of 12 stocks, but 
from December 12, 1914, the Average was made up of 20 stocks which had a lower 
average than the former 12. Using the same 12 stocks, the market closed on 
December 12 at 74.56, compared with 71.42 on July 30. 
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reflect the expectation of substantial war orders on a scale formerly 
experienced but, as is often the case, the pent-up tension promoted by a 
somewhat sensational radio and press was at once relieved and the 
uncertainty of many months became a reality. 


The stock market did not fail to reflect the improved sentiment. 
Just prior to the war, the Dow-Jones Industrial Average was around 
130 and in the first 10 days of war, it rose to 155. For the past five and 
one-half months, however, the market has been steady to slightly lower 
and the average is now around 146. 


It is significant, therefore, that in the earlier case we had a war 
driving a cyclical recession down further, whereas, on the outbreak of 
this one, business improvement was immediately stimulated. This may 
be taken as further proof that, in the field of economics, similar forces 
applied at different times do not always give the same result. Conse- 
quently, there must have been good reasons why the first reaction of 
business and the stock market to this new war was favourable and it 
will be interesting to examine some of them. 


As already mentioned, business on this continent had just recovered 
from a brief but very severe contraction and, during that depression, 
excess inventories had been worked off and prices of raw materials and 
finished goods had declined and were more in balance. Another factor 
is that business was anticipating the immediate receipt of profitable 
orders from warring countries, not only for raw materials and arma- 
ments, but also for food and clothing and the like. Also, there was 
ample credit in the country to finance industrial expansion. Again, we 
had become accustomed to war crises and the actual outbreak relieved 
the uncertainty. It did not come as a complete surprise. Moreover, it 
was recognized that the governments had set up machinery which not 
only would prevent the wholesale dumping of securities by its nationals, 
but would see that such liquidation as might become necessary would 
be done in orderly fashion under government auspices. 


Since the initial rally, however, the stock market has been milling 
around with a slightly lower tendency, but volume of trading has 
inclined to dry up on declines and this may be a good sign. Nevertheless, 
it does seem that the market is holding back for some definite reasons. 
Investors in stocks undoubtedly are disappointed because, so far, this 
has been a different kind of war. Except for what may be described 
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as localized activity, the market has not been hearing about the destruc- 
tion of property and materials on a large scale. It has not been reading 
the casualty lists of the Allied forces. Also, the generously profitable 
orders have not been forthcoming. Such orders as have been received 
have been placed by price-conscious buyers. Further, the governments 
have taken steps to minimize war profiteering, both by means of price 
controls and taxation. Moreover, there are the political uncertainties 
attendant upon a presidential election year in the United States. Added 
to these might be mentioned the fear of liquidation of stocks held or 
controlled by warring governments. This latter factor may at least 
serve to put a “ceiling” on stocks for some time to come. 


In spite of such restraining influences, much might be argued in 
support of inflationary forces which are at work and which will be 
accentuated if war ceases to be merely a siege on the part of the major 
powers. The fact should not be overlooked, however, that even with a 
destructive war, the Allies and their friends, through concerted effort, 
may still be able to delay or even avoid much of the inflationary effects 
which occurred at the end of the Great War. The success of the British 
Treasury in raising the level of British bonds in the face of huge deficits 
and borrowings is an indication of the force of centralized control of 
resources. Banking credit and the idle funds of large institutions have 
hardly been affected so far and any serious strain is still far off. 


While, then, inflationary forces may indeed be at work, it should 
be remembered that the normal workings of economic laws do not 
necessarily apply under conditions of managed resources and we can 
be certain that if the control measures so far used fail to bring the 
desired results, even more drastic regulations will be adopted. 


It would be rash indeed, therefore, to assume that inflation “is just 
around the corner” and, for some time at least, it would be conservative 
to take the view that, in so far as stocks are concerned, there will be 
less profits for industry and less available for shareholders than may 
have been expected at first. Consequently, we should not expect too 
much from the stock market and, while shares may appear reasonably 
priced in relation to business levels and prospects and may still have 
a rise of some considerable proportions, we should not expect or hope 
for a runaway market. 
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Bonds 

As to bonds and interest rates, considerably less may be said 
largely because governments now have even more control in national 
finance than they have in business. The sale by the Canadian Govern- 
ment of its First War Loan at 314% running for an average of 10 years 
and the recent 19-year offering of the British Government at 3% are 
evidence of the controls which are exercised. 


Recalling the experience of the last war, it will be remembered 
that interest rates had been rising and bonds declined from peak prices 
reached about the turn of the century. The outbreak of the Great War 
temporarily disturbed prices, but they soon recovered and a repre- 
sentative index of high-grade bonds shows an average of 97 in June of 
1914, 96 in August and only 94 in the same month a year later. There- 
after, bonds declined more rapidly and, in November, 1918, this average 
was under 88. It should not be forgotten, however, that interest rates 
were at a fairiy high level and the Dominion Government paid 5“ on 
its early War Loans and 514% on its Victory Loans. 


The situation now with respect to interest rates is entirely dif- 
feren in so far as this continent is concerned. The Dominion has 
reached a higher stage of maturity and the country to the south of us 
may be close to its peak, in so far as population and industrial develop- 
ment is concerned. Prior to this war, therefore, there was more wealth 
and more savings with fewer outlets. The rapid growth of depositaries 
—banks, trust companies and insurance companies is evidence of the 
growth and maturity which have taken place. In addition to being able 
to draw upon this accumulated wealth, governments have created cen- 
tral banking authorities to economize on the credit available and make 
it more elastic. They can expand or contract credit and this directly 
or indirectly affects the floating supply of money which, in turn. 
influences interest rates. 


Because of this accumulated wealth and credit control, the bond 
market has been a seller’s market for several years. The borrower of 
money has been able to dictate terms and rates. As evidence of this, 
we only need to remind ourselves that in March of last year long-term 
Dominion bonds were selling over par to yield less than 3%. As war 
approached, the market broke badly from the middle of August and 
Dominion 3’s of 1955 declined closed to 90, but volume was light. Even 
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at this level, the yield was only about 3.85‘: and today these bonds have 
recovered to 96.50 to yield 3.29%. 


Since there is no scarcity of idle funds and as the bond market is 
definitely geared to national requirements, any expectation of an 
increase in interest rates should be for a rise of only moderate propor- 
tions for some time to come. 


Real Estate 

In dealing with the question of real estate, it should be pointed 
out that the outbreak of the last Great War had a demoralizing effect 
on property values. In that year, we had almost reached the end of a 
building boom and adequate dwelling space was available. When war 
occurred, real estate sales became difficult, and, as more men joined the 
military forces, property vacancies increased rapidly. This became even 
more pronounced after conscription. Not only were vacancies caused 
by enlistment, but families began to “double up” in so far as living 
quarters were concerned. As a result, idle residential property became 
a drug on the market and the demand for new construction virtually 
disappeared. 


After the Armistice, when men returned to civilian life, there 
developed a grave housing shortage because new houses had not been 
erected to take care of normal depreciation and obsolescence. In time, 
the demand for space became so strong that not only was available space 
filled rapidly, but new construction could not cope with the demand. 
Rents increased rapidly and real estate values jumped 30 to 50 per 
cent. in many areas. It was during this period that the opening up of 
new housing developments, particularly around large urban centres, 
gained momentum. 


The present war, so far, has had a somewhat similar effect although 
less severe. One reason is that building had not reached peak levels 
attained prior to the last war. However, sales of property have become 
more difficult and new residential building has been curtailed. The 
elimination of the larger loans under the National Housing Act—those 
over $4,000—will undoubtedly curb the building of large residences, 
duplexes and apartment houses. On the other hand, industrial building 
may be expected to expand in the face of larger war orders. 


Unless the need for man power from Canada for overseas war 
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service becomes great, the value of real estate should not be so adversely 
affected as was the case in the last war. Moreover, if this country is to 
become the centre for supplying the Empire with food, clothing and 
armaments, it is conceivable that the resultant industrial activity with 
increased employment may bring about more stable real estate values. 


Conclusion 

In concluding this discussion of the influence of the war on security 
values, it is interesting to consider the possibility that because of the 
impact of war on Canada’s economic development, it is not inconceiv- 
able that we should have a high degree of industrial activity and 
employment, despite conditions in the United States. This would be 
unique in that we have usually followed the business curve of the United 
States and, while conditions there must necessarily continue to have a 
bearing on our economy, a more independent tendency may be the 
experience of the future. 


Regardless of the extent of development which Canada may now 
witness, it is quite probable that, in this war, because of Federal con- 
trols, as well as for reasons of patriotism, we should see greater stability 
in the matter of profits, prices and interest rates. This should be so, for 
no one, not even the investor, should expect or be permitted to make 
inordinate profits out of war. 











CONSUMER TESTING OF PRODUCTS 
DONALD R. G. COWAN 


Dr. Cowan, President of the American Marketing Association, discusses 
the growing importance of consumer opinion as a 
criterion of merchandising policy. 


HE consumer movement and the attention being given to it are 

symptoms of a changed marketing situation. Rapidly expanding 
markets of the past gave every manufacturer the opportunity for mass 
output and made it appear that industrialists could make final decisions 
as to what consumers should buy. Misfit and derelict products were 
carried forward or dropped out of sight in the rolling tide of trade. 
Today there exist barriers and impediments to the expansion of both 
foreign and domestic markets for many products and manufacturers 
are increasingly aware of the risk connected with the production of 
great quantities of goods in anticipation of later demands. In this 
respect, many manufacturers are worse off than they were in the “horse 
and buggy days” when, as tailors, cobblers, and carriage makers, they 
waited for the public to place individual orders for made-to-measure 
suits, shoes, and wagons. Of course, they have employed chemists, engi- 
neers, and stylists to build hundreds of new products, and continually 
to improve their quality. 


Growing Instability of Buying Preferences 

While many of these products have raised the standard of living, 
their acceptance by the public is increasingly a gamble because demand 
has become more volatile, not only in its general ups and downs in 
purchasing power, but also in changing fashions and styles. Coupled 
with this, the growing competition for the consumers’ dollar, created 
by new inventions and advertising campaigns, is a continual threat to 
profit margins. Buying preferences are never static and many leading 
concerns have been impelled to adopt methods of: keeping adequately 
informed on marketing tendencies. For example, Swift & Company 
has long maintained in its organization a market-research staff, one of 
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whose functions it is to investigate and to keep the company’s produc- 
tion and sales executives informed of changes in consumer preferences. 


Consumer Preference—A New Intangible 

With the shift from a seller’s to a buyer’s market it is not surpris- 
ing that slow moving products in many industries, and even those which 
have gained a degree of consumer acceptance, should have their charac- 
teristics carefully scrutinized. The offering of a product for sale can 
no longer be justified solely because the plant and laboratory guarantees 
its physical properties and standards. It is necessary to know what 
product characteristics ultimate purchasers demand. A food may be of 
the finest ingredients, clothing may be made with the best yarns and 
workmanship, an automobile may have the most durable parts, and 
furniture may be made to last a hundred years. Nevertheless, if these 
do not meet the taste, pattern, style and other requirements of mass 
buyers, their sale if accomplished at all, is almost certain to be unprofit- 
able. We have seen the old straight-blade razor transformed to a safety 
and then to an electric; buttons have given way to zippers; house-lights 
have been inverted; automobiles streamlined; and the old-fashioned 
ham made mild and tender. The sales volume and fortunes of com- 
panies, both large and small, have risen and fallen with the degree to 
which they have kept up with consumer, preference. 


Competitive Style Trends Important 

A classic example is the closing down of one of the leading auto 
manufacturers over a decade ago after it had refused to restyle the 
old model car in keeping with competitive style trends. Today, the 
manufacturer is a leader in automobile styles. We have forgotten many 
automobiles and their producers have passed out of existence through 
lack of foresight in both engineering and styling. We still have cars 
that have too few or too many gadgets, and inconvenient styling. 
Similar situations apply to hundreds of products in many industries. 
Moreover, the most acceptable product today may not remain in that 
enviable position tomorrow. Realizing this, Swift & Company has 
obtained information from several hundred thousand consumers 
regarding their preferences in the flavour, aroma, texture, appearance 
and tenderness of a great variety of foods such as ham, bacon, lard, 
shortening, butter, cheese, sausage, meat specialties, and many others. 
There are several ways in which new products may be tailored to fit 
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market demands and existing products may be made as up-to-date and 
as satisfying as possible. 


Sales Volume Not Always Indicator of Acceptance 


While sales volume is the final criterion of success, it is dangerous 
to be guided solely by its surface indications in evaluating the public 
acceptance of a manufacturer’s products. Sales may be increasing but 
the proportions of total consumption may be declining. By scientific 
sales analysis, including correlation methods, it is possible not only 
to measure the effect of selling effort, advertising, merchandising 
conditions, and prices upon sales, but also to learn much about the 
comparative acceptance of a product by different classes of people. 
Knowledge that consumption is higher in one section of the market 
should serve to stimulate the finding of ways to modify a product so 
as to increase sales to others. We may find, for example, whether the 
consumption of a certain brand of beer is declining or not in areas 
where the percentages of Germans or urban dwellers are high. 


Market surveys, of both dealers and consumers, constitute a second 
method by which manufacturers may keep informed regarding product 
changes to be made and new products to be introduced. House-to-house 
and shop-to-shop surveys made by trained investigators reveal impor- 
tant facts regarding brands bought, prices paid, and various desirable 
and undesirable characteristics of products. Perishability and other 
characteristics, which affect the dealers’ preference, may sometimes be 
as controlling as those which influence consumer demand. Retailers may 
prefer a brand of ham because it slices easily, a certain drug because it 
does not deteriorate quickly, or an electric fixture because it is less sub- 
ject to breakage while in stock. By house-to-house or pantry surveys we 
may learn the brands people are buying. These purchases may be due to, 
either or both, aggressive merchandising and: superior quality. When 
a product does not contain the characteristics which appeal to con- 
sumers it may continue to be sold, but the effort and expense to do so 
may be greater than otherwise, while the selling price may be depressed. 
While these methods are indispensable, the information obtained in an 
investigation is not usually complete without determining, by consumer 
tests and comparisons, which of two or more products is preferred and 
what are their desirable and undesirable characteristics, as observed 
by consumers. For instance, pantry surveys have revealed how well 
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past and present distributive efforts have established leadership of 
a brand, while consumer comparisons of this brand with others, 
stripped of their identification marks, show that consumer buying might 
eventually be shifted because of the inherent defects in the leader’s 
characteristics. 


Beneficial Aspects of Consumer Movement 


The importance of direct testing of products by consumers may 
be stressed, partly because of its newness in market research, partly 
because of the peculiarly basic information thus obtained, and partly 
because it enables the manufacturer to satisfy consumers more com- 
pletely. If his products are right, no harm and much good may come 
to the manufacturer from the consumer movement. Furthermore, 
nothing can be of greater importance to a business concern than to 
know that its promotional effort is not handicapped by an inferior 
product or one not adapted to the market. 


Outside Point of View 

It is still the common practice in many companies for a committee 
or panel of executives to inspect their own products from time to time 
and compare them with those of competitors. The presumption that 
such a committee may know what consumers prefer in a food product 
is often erroneous. The production man on the committee has built his 
own ideas into the product for so many years that even in the dark he 
could pick out his own creation and quite honestly vote it to be the best 
because it satisfied the requirements which he believed buyers wanted. 
For instance, he may prefer a pronounced flavour, not realizing that 
consumers have gradually turned to milder flavours since the time when 
he was a younger, more disinterested consumer. Again, the chemist is 
unable to disassociate consumer reactions from his chemical analyses 
and combinations, and may believe that the ice cream containing the 
highest percentage of butterfat is the one which consumers must prefer. 
Similarly, the operating man minimizes the importance of points of 
superiority in a product, especially if they necessitate a considerable 
increase in manufacturing expense. It is human nature for them to 
view their own handiwork through rose-colored glasses. No matter how 
important are the executive positions held by various members of 
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the committee, their senses of taste, smell, hearing and sight vary in 
keenness. 


Selected Judges Do Not Reflect Average Consumer Taste 

In determining the acceptability of taste and aroma of foods, the 
suggestion has been made that judges be selected who have average 
“thresholds” of taste. Discovery of these may be accomplished by 
serving them with increasingly concentrated solutions of caffein for 
bitterness, sodium chloride for saltiness, sucrose for sweetness, tartaric 
acid for sourness, glutamic acid and monododium glutamate for mixed 
tastes, and asking them to indicate the points of minimum taste percep- 
tion and maximum satisfaction. The choice of such a panel of experts 
is impractical for a number of reasons: The various senses are related 
and one person may be more sensitive to odors than to flavours, while 
another may be more affected by sight. Besides this difficulty of choos- 
ing a small number of perfectly balanced people, trained judges tend 
to acquire more acute senses and, thus, become unrepresentative of 
the consuming public. Furthermore, repeated testing may develop a 
familiarity amounting to a preference for one combination of charac- 
teristics as against other combinations. This bias in judgment, which 
grows gradually as a company’s products are repeatedly compared with 
competitive products, makes the judges’ decisions worse than useless. 


Carefully Selected Cross Section of Consuming Public 
Gives Best Test Result 

It seems preferable to put trust in the so-called law of large num- 
bers and use as testers a sufficiently large number of consumers drawn 
from classes comprising the market for the product. In so doing, the 
differences in sense perception, thresholds of satisfaction, and the like, 
will tend to average out and the true consumptive demands will be 
reflected. Even the selection of large groups of consumers requires care 
because well-to-do classes are likely to be more accustomed than poorer 
people to perceiving delicate and varied flavours, aromas and colors. 
Proper weight should also be given to the more likely classes of buyers, 
including distinctions as to income, race, national origin and age. 


Questionnaire Methods of Testing Experience 
The general characteristics and uses of products determine the 
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practical methods by which the expression of consumers’ opinions may 
be obtained. It is too expensive for automobile manufacturers to pro- 
vide people with two or more cars apiece for the sole purpose of gaining 
comparisons in use. Instead, through mail questionnaires, they must 
collect and analyze the limited experience of car owners and their 
observation and impressions of other cars on the road. On the other 
hand, manufacturers of food and other less expensive consumer goods 
have alternative methods. Sometimes this information is obtained by 
comparison of products at group meetings of people, sometimes by 
family tests and sometimes by illustrated questionnaires handled by 
mail. To obtain reliable results from consumer product testing there 
are a great number of technical considerations and safeguards such 
as the selection of testing groups, the avoidance of bias within groups, 
the comparative advantages of specific and general questions, the proper 
formulating of inquiries, the proper averaging of the sense perceptions 
of people, control of physical surroundings including the relationship 
of light to color, the position of products observed, and many others. 
All of these should be handled by trained and experienced workers 
possessing a high degree of imagination. 


Simple Questionnaires Most Dependable 


In general, the investigator should strive for simplicity and spon- 
taneity of expression from the testers. Rarely should more than two 
products be compared at once because of the confusion resulting in 
the minds of testers and in the information obtained. Forcing a choice 
between products when none is apparent to some testers and seeking 
for obscure characteristics unobserved in the ordinary buying and use 
of products, are practices to be avoided. Ordinarily, the most depend- 
able comparisons of two products may be obtained by asking the 
following three simple questions: (1) In your opinion is there a differ- 
ence between these products? (2) If so, which one do you prefer? 
(8) Why? If testers express these opinions independently of each other, 
tabulation of their answers establishes the relative preference for 
products and their characteristics. 


The major result of a test may take form as follows: “Out of 313 
testers, 62 per cent. preferred product No. 1, 35 per cent. preferred 
product No. 2, and 2 per cent. could see no difference.” The reliability 
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of such a statement depends on how well the test is conducted, how 
many made the test, the divergence of opinions found, and the repre- 
sentativeness of the testers from the standpoint of market. 


Assuming that all phases of the market research techniques have 
been skillfully handled, following is a summary of the major uses for 
the information gained from consumer product tests: 


(1) To improve the products in accordance with market preferences. 
(2) To keep abreast of changing preferences. 
(3) To add the embellishments to a product which consumers want 


and to eliminate and avoid those which are nonessential or “not 
worth the money.” 


(4) To supply selling arguments for the sales organization to use. 

(5) To determine how far economy in ingredients may be practiced 
while maintaining or increasing the consumer preference for the 
product. 

(6) To find the most effective advertising appeals regarding the 
product’s qualities. 


(7) To direct effort toward special groups of buyers. 


(8) To determine how much of the trade preference for a particular 
product is inherent quality and how much is due to past and 
present selling effort, thus obtaining a clue to the amount of 
advertising and selling necessary for promotion of a new product. 

(9) To give new confidence to the selling organization through proof 
of product superiority. 

(10) To avoid lavish selling and advertising expense in a futile effort 
to promote sales when the product’s characteristics are at fault. 


(11) To aid in pricing a product in accordance with the possibilities 
of preference for it, rather than in accordance with cost of 
production. 


(12) To aid in devising packages having both practical and aesthetic 
appeals. 
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Taken together, sales analysis, market surveys and consumer 
product testing comprise the methods of market analysis for product 
development and improvement. These methods may be made of ines- 
timable value to home economists, chemists, physicists, bacteriologists 
and other technical experts in developing new combinations of physical 
properties in products. Furthermore, they help these technicians to add 
salability and profitability, in a balanced manner, to their other attain- 
ments of physical, chemical and bacteriological perfection. Considering 
the help also rendered to the selling and advertising departments, 
continued growth in the employment of these new tools of business 
management seems assured. From a more general standpoint, they 
provide a bridge over which consumers and manufacturers may unite 
together in a common, harmonious movement for more satisfactory 
products, lower marketing costs, and higher standards of living. Truly, 
they are the eyes of tomorrow. 
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